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THE  TIMES. 

'  The  story  of  Chinese  Gordon's  Life,  full  as  it  has  been  of  adventure 
and  stirring  incident,  cannot  fail  to  appeal  to  a  wide  circle  of  readers.  .  .  . 
The  record  of  Gordon's  career  would  be  impressive  under  any  circumstances ; 
but  it  ^vill  be  allowed  to  his  biographer  that  he  has  turned  to  good  use  the 
copious  materials  placed  at  his  disposal,  and  that  this  volume  is  worthy  the 
fame  of  its  subject.' 

SATURDAY  REVIEW. 

•  The  conterits  of  this  book  mainly  relate  to  the  two  most  prominent 
questions  of  the  day— the  position  of  China  as  a  fighting  Power,  and  the 
condition  of  the  Soudan ;  and  it  appears  therefore  at  a  most  opportune 
moment.  .  .  .  The  present  volume  will  prove  a  valuable  guide  to  politicians 
at  the  present  crisis,  as  well  as  a  welcome  source  of  information  to  those 
who  desire  to  learn  more  than  can  be  gathered  from  newspaper  reports  of 
the  condition  of  the  Chinese  Army,  and  of  the  forces  of  the  Mahdi.' 

SPECTATOR. 

'  A  fresh  and  connected  account  of  his  marvellous  campaigns  against  the 
Taipings  and  against  Zebehr's  black  brigade  of  Slave-dealers  in  the  Soudan 
is  heartily  welcome.  .  .  .  His  story  is  not  only  rich  in  humility,  abnegation, 
contempt  for  merely  objective  human  pleasures ;  it  reveals  to  us  a  singularly 
happy  man.' 

ST.  JAMES'S  GAZETTE. 

•  Mr.  Hake's  chapters  on  the  governorship  of  the  Soudan  will  be  read 
with  a  peculiar  interest  at  the  present  time ;  though  the  moral  to  be  drawn 
from  them  is  not  favourable  to  a  prolongation  of  Egypt's  suzerainty  over 
that  disturbed  region.  .  .  .  The  book  will  be  widely  read  by  all  who  are  not 
privileged  to  know  already  the  great  achievements  and  the  unflinching  pur- 
suit of  a  superhuman  ideal  of  conduct  which  are  ever  to  be  associated  with 
the  name  of  Chinese  Gordon.' 

GRAPHIC. 
'  A  volume  which  we  should  like  to  see  in  the  hands  of  every  sub.  and  of 
every  boy  with  military  aspirations.' 

DAILY  NEWS. 

•  Few  careers  of  our  own  or  any  other  time  will  compare  in  picturesque- 
ness  with  "  The  Story  of  Chinese  Gordon,"  by  Mr.  Egmont  Hake.' 

STANDARD. 
'A  strong  and  vivid  biography  of  Chinese  Gordon.' 
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INTRODUCTION 

It  is  a  characteristic  phenomenon  of  the  age  that 
civihsed  nations  strive  to  estabhsh  the  most  accu- 
rate scientific  theories  for  aU  that  has  to  be  accom- 
phshed,  and  that  no  trade  or  profession  is  looked 
upon  as  thorough  and  serious  if  not  guided  entirely 
by  scientific  knowledge.  Promotion  in  Govern- 
ment offices  depends  on  competitive  examinations 
in  all  sciences  which  can  possibly  be  applied  to 
administration.  Scientific  knowledge  is  expected 
in  men  little  above  the  labouring  class,  such  as 
plumbers,  engine-drivers,  &c.  Dentists,  in  order 
to  be  entrusted  with  the  extraction  of  a  tooth,  have 
to  guarantee  a  scientific  education  by  the  display  of 
diplomas.  With  the  view  to  cookery  chemistry 
is  taught  in  girls'  schools.  Hospital  nurses. 
Government  inspectors,  farmers'  assistants,  game- 
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keepers,  soldiers,  and  many  others  of  similar  grades 
are  expected  to  have  their  smattering  of  science. 
Competition  has  made  it  almost  impossible  to  suc- 
ceed in  any  branch  of  production  unless  the  latest 
scientific  discovery  is  fully  exploited. 

While  science  is  thus  becoming  more  and  more 
a  qualification  in  so  many  branches,  it  is  a  re- 
markable fact — and  one  over  which  future  histo- 
rians will  pause  with  wonder — that  the  science 
which  deals  with  the  laws  regulating  the  material 
happiness  of  individuals,  nations,  nay,  of  humanity 
itself,  is  not  respected,  and  only  rarely  and  fitfully 
obeyed — namely.  Political  Economy.  Whether 
Political  Economy  is  an  exact  science  or  not,  is 
a  hackneyed  question  which  shall  be  left  undis- 
cussed here ;  the  reply  to  it  does  not  depend  on 
what  Political  Economy  is,  but  on  what  the  de- 
finition of  an  exact  science  is.  It  will  at  least 
be  recognised  that  Political  Economy  is  a  branch 
of  human  knowledge,  the  truths  of  which,  if  not 
all  of  them,  at  least  a  great  number,  are  as  trust- 
worthy as  the  truths  of  any  exact  science,  and  as 
amenable  to  tests  as  these. 

In  no  country  have  the  truths  of  Political 
Economy    received  greater  recognition    than    in 
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England,  and  when  it  is  considered  that  some  de- 
cades ago  hardly  any  educated  Englishman  cared  to 
confess  that  he  doubted  the  laws  of  Economy  as 
expounded  by  the  leading  economists,  and  that  by 
practical  legislation  in  obedience  to  these  laws, 
an  unprecedented  prosperity  was  begun,  it  seems 
a  matter  of  surprise  that  it  should  have  lost  hold 
over  the  minds  of  men  to  such  an  extent  as  is 
at  present  the  case.  This  is  all  the  more  remark- 
able, seeing  that  no  theories  have  been  established 
which  even  pretend  to  disprove  the  fundamental 
principles  of  PoHtical  Economy,  and  no  fact  can  be 
pointed  to  as  warranting  the  disrepute  into  which 
it  has  fallen. 

It  will  therefore  not  be  without  interest  to 
consider  the  circumstances,  the  events,  and  the 
strange  methods  of  reasoning,  which  have  destroyed 
men's  faith  in  Political  Economy. 

It  should  at  first  be  admitted  that  many  poli- 
tical economists  have  committed  mistakes  ;  but, 
although  such  mistakes  may  have  in  many  individual 
cases  helped  to  undermine  the  reputation  of  the 
science,  they  cannot  be  looked  upon  as  an  essential 
cause  of  modern  scepticism  as  to  its  truths.  In- 
numerable and  egregious  mistakes  have  been  made 
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and  are  still  being  made  in  many  a  science  with  out 
in  the  slightest  degree  destroying  its  influence. 
Nor  can  incompleteness  have  been  of  importance, 
because  Political  Economy  has  this  in  common 
with  all  the  natural  sciences.  The  prestige  of 
Political  Economy  has  suffered  from  more  special 
and  more  powerful  causes.  The  great  crime  of 
which  it  stands  accused  is  that  of  having  dis- 
appointed humanity.  Long  after  its  foundations 
were  laid  by  Adam  Smith  it  continued  to  be  re- 
garded with  suspicion  by  the  old  school  of  statesmen, 
by  routine-ridden  financiers,  and  all  the  champions 
of  vested  interests,  as  a  clever  system  of  theories 
impossible  of  application.  It  was  not  until  the 
middle  of  this  century  that  it  became  the  guide  of 
practical  politicians.  It  found  ardent  and  genial 
apostles  in  Yilliers,  Cobden,  Bright,  and  their 
large  following.  The  new  vista  which  it  opened 
up  at  this  time,  the  fearful  evils  which  it  was  called 
upon  to  remedy,  and  the  brilliant  confirmation 
ehcited,  were  well  calculated  to  rouse  enthusiasm 
— the  great  reform  which  was  contemplated,  could 
not  have  been  carried  without  it — and  many  free- 
traders were  enthusiasts  at  the  time.  The  teach- 
ings of  poHtical  economists,  such   as   they  were 
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then,  had  never  been  put  to  a  practical  test ;  but 
most  of  them  were,  when  looked  at  in  the  abstract, 
irrefutable,  and  promised  enormous  benefits,  if 
obeyed.  No  wonder,  therefore,  that  its  enthusi- 
astic votaries,  confirmed  in  their  faith  by  improve- 
ments already  become  remarkable,  should  prophesy 
great  things  in  the  name  of  Political  Economy. 
Labour  was  to  be  emancipated,  capital  was  to 
rapidly  increase,  production  was  to  be  easy,  life 
cheap,  competition  insignificant,  taxes  were  to  be 
light,  profits  were  to  be  large  and  wages  high,  and 
poverty  was  to  disappear.  The  one  indispensable 
condition  for  the  attainment  of  all  this,  was  that 
the  laws  of  Political  Economy  should  have  free 
play,  and  consequently  Government  interference 
was  strongly  deprecated.  All  that  the  economists 
demanded  from  Government  was  that  it  should  do 
as  little  as  possible  beyond  protecting  individual 
freedom  and  the  sacredness  of  contract,  and  let  all 
things  take  their  natural  course.  For  this  demand 
the  economists  had  a  good  excuse  in  the  nature  of 
all  such  laws  and  regulations  which  had  been 
passed  before  for  the  encouragement  and  protection 
of  trade  and  industry  ;  for  these  enactments  were, 
almost  without  exception,  of  an  incredible  imbecility 
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when  regarded  in  the  light  of  the  new  science.  In 
this  way  originated  the  individualist  policy  which 
has  been  nicknamed  the  '  Laisser  Faire '  policy.  The 
new  freedom  succeeded  well  at  first,  and  for  about 
thirty  years  the  Economist  school  triumphed.  Even 
when  our  trade  ceased  to  advance  in  leaps  and 
bounds,  and  times  became  bad,  the  economists  could 
point  to  deliberate  infringements  of  the  laws  of 
Political  Economy  as  the  causes  of  depression  in 
trade.  Some  of  the  greatest  nations  of  the  world, 
such  as  France,  Germany,  Spain,  Italy,  and  the 
United  States,  deserted  the  principles  of  Free  Trade 
which  they  more  or  less  had  adopted,  and  went 
back  to  excessive  Protection.  This  reacted  on 
English  trade  in  two  ways,  one  direct  and  one  in- 
direct :  in  a  direct  way  by  reducing  through  high 
protective  duties  the  import  of  British  goods  into 
the  protected  countries;  and  in  an  indirect  way 
by  increasing  the  poverty  of  their  inhabitants 
and  thus  lessening  their  power  of  consumption 
in  general,  and  consequently  their  consumption 
of  British  goods. 

This  explanation  did  not  satisfy  the  English 
people,  especially  as  the  economists  declared  that 
Free  Trade  would  enrich  England  even  if  all  other 
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nations  maintained  Protection.  Moreover,  the 
general  disappointment  was  intensified  by  a  mis- 
take which  the  economists  had  committed.  They 
had  rashly  attributed  the  immense  expansion  of 
trade  and  industry  during  the  thirty  years  which 
followed  the  abolition  of  the  corn  laws  to  the  Free 
Trade  reform,  and  consequently  reckoned  on  the 
continuance  of  the  expansion  as  the  population  and 
the  national  capital  increased. 

They  had  rashly  omitted  to  take  into  account 
the  many  great  causes  for  trade  inflation  which  set 
in  after  1844.  Though  railways  were  introduced 
earlier,  it  was  only  after  that  period  that  the  civi- 
lised world  became  covered  by  a  network  of  rails, 
the  materials  for  which  were  supplied  by  England. 
The  changing  of  wooden  ships  into  iron  steamers, 
and  the  establishment  of  the  Trans- Atlantic  lines  ; 
the  development  of  our  agricultural  colonies  and 
of  the  United  States,  which  took  place  from  an 
almost  exclusively  English  base  ;  the  immense  con- 
sumption of  manufactured  goods  which  resulted 
from  the  enormous  loans  which  were  contracted  by 
governments,  towns,  communities,  and  associations 
— loans  which  to  a  large  extent  were  supplied  by 
England  in  the  shape  of  goods  ;  the  sanction  by  the 
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Bank  Act  of  1844  of  the  establishment  of  large 
Joint-Stock  Banks  in  London,  and  the  immense 
credit  these  new  banks  created  :  all  these  impulses 
to  industrial  and  commercial  activity  in  England 
have  slackened,  disappeared,  and  even  produced 
reactions,  and  it  was  inevitable  that  the  conse- 
quences should  be  keenly  felt  in  this  country.  To 
admit  so  many  causes  for  trade  inflation  besides  the 
Free  Trade  reform  may  seem  to  favour  the  views 
of  protectionists  and  fair  traders ;  but  it  should  not 
be  forgotten  that  when  we  find  in  face  of  their 
collapse  and  a  severe  reaction,  in  spite  of  the  hos- 
tile tariffs  in  so  many  countries,  that  trade  and 
industry  have  not  materially  receded,  this  can  only 
be  attributed  to  the  immense  advantages  which 
Free  Trade  gives  us. 

Unconscious  of  their  mistakes,  the  followers  of 
Cobden  attempted  to  defend  themselves  against  the 
attacks  of  the  disappointed  people  by  persistent 
denial  of  the  existence  of  trade  depression,  and  by 
repeated  assurances  that  it  was  only  temporary, 
and  that  the  progress  by  leaps  and  bounds  was  on 
the  point  of  being  resumed.  They  loudly  depre- 
cated any  inquiry  into  the  causes  of  the  depression, 
because  they  feared  that  the  state  of  trade  would 
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be  made  dn  excuse  for  anti-economic  legislation, 
that  Protection  would  be  revived,  that  individual 
freedom  and  private  contract  would  be  attacked. 

As  the  depression  continued,  and  the  hopeful 
prophecies  of  the  economists  were  falsified,  and 
the  latter  still  obstinately  refused  to  abandon  their 
negative  attitude,  declining  to  advocate  any  step 
on  the  part  of  the  Government  for  the  improve- 
ment of  the  condition  of  the  people,  it  was  natural 
that  the  anti-economist  party  should  gain  the  ear 
of  the  British  nation.  As  the  people  became  more 
impatient  and  exasperated,  they  turned  from  the 
economists  and  began  to  side  with  their  adversaries. 
Their  entire  want  of  logic  soon  put  the  protec- 
tionists and  fair  traders  out  of  court,  but  many 
strange  hobbies  which  had  been  kept  down  by 
Political  Economy  gained  a  new  lease  of  life.  The 
advocates  of  bi-metallism,  of  State-aided  emigra- 
tion, of  free  education,  land  nationalisation,  land 
allotment,  national  work  organisation.  State-con- 
structed artisans'  dwellings,  &c.,  all  secured  a  follow- 
ing ;  and  all  these  political  sects  which  danced  on 
the  grave  of  Political  Economy,  joined  hands  under 
the  banner  of  State  Socialism  and,  reversing  the 
current  of  public  opinion,  gave  a  new  direction  to 
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the  so-called  progressive  party.  Any  step  towards 
Socialism  was  now  looked  upon  as  progress,  and 
both  the  Conservative  and  Liberal  party  yielded 
to  the  temptation  of  securing  popular  support  by 
pandering  to  the  socialistic  yearnings  of  the  people. 
The  extension  of  the  franchise  increased  enor- 
mously the  number  of  the  uneducated  voters,  and 
it  became  extremely  difficult  to  advocate  any  views 
requiring  the  support  of  abstract  Political  Economy, 
while  popularity  was  easily  achieved  by  advocat- 
ing socialistic  measures.  As  all  such  would  ap- 
pear absurd  if  the  fundamental  truths  of  Political 
Economy  were  admitted,  it  became  the  fashion 
to  sneer  and  jibe  at  the  '  dismal  science.' 

Meantime  the  economists  continued  to  sulk, 
and  the  younger  and  more  ambitious  among  them 
made  desperate  efforts  to  reconcile  their  science 
with  the  public  sentiments.  In  this  they  were 
encouraged  by  warm-hearted  and  able  literary 
men,  and  the  result  was  an  extraordinary  olla 
IJodrida  of  economics,  finance,  politics,  philosophy, 
sentimentality,  and  religion,  which  its  authors 
were  anxious  should  be  recognised  as  the  New 
Economy. 

And  thus  it  came  about  that  the  faith  of  the 
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English  people  in  individual  liberty,  free  contract, 
and  the  great  power  for  infinite  progress  in  the 
natural  economic  laws — a  faith  under  the  inspiration 
of  which  they  had  achieved  so  much — began  to  give 
place  to  an  entire  dependence  on  Government. 

The  economists,  in  their  enthusiasm  for  Free 
Trade,  represented  the  passing  of  that  measure  as 
the  inauguration  of  the  absolute  reign  of  Political 
Economy,  and  thus  caused  this  science  to  be  con- 
demned on  results  achieved  by  neglect  of  its 
complete  application.  They  did  not  see  that  the 
abstract  reasoning  from  which  they  drew  their 
conclusion  in  favour  of  a  great  and  lasting  pro- 
sperity, pre-supposed  a  state  of  things  free  enough 
from  Government  interference  to  give  the  economic 
laws  free  play  to  work  out  their  natural  results. 

Thus,  for  instance,  they  were  correct  in  saying 
that  if  trade  and  industry  were  left  free  they  would 
flourish,  but  they  failed  to  notice  that  the  im- 
port duties  were  not  the  only,  nor  even  the  most 
important  Government  obstruction.  Wlien  Free 
Trade  was  passed,  they  said  trade  is  free,  and  all 
the  while  trade  was  enslaved.  There  were  obstruc- 
tions the  removal  of  which  could  not  be  advocated 
without   the    explanation   of    a   set   of  economic 
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theories  which  had  not  yet  been  estabhshed, — those 
economic  laws  which  govern  under  our  system  of 
civihsation,  that  is  under  a  system  of  individual 
freedom  and  private  property,  the  most  important 
economic  phenomenon,  division  of  labour,  or  in 
other  words,  universal  and   infinite   co-operation. 

Adam  Smith  did  not  explain  these  laws,  and 
though  later  economists  have  acknowledged  that 
this  explanation  was  wanting  to  complete  Political 
Economy,  it  had  not,  up  to  a  recent  date,  been  found. 
To  its  absence  it  is  easy  to  trace  the  errors  of  our 
economists  and  the  unpopularity  of  the  science,  as 
well  as  the  maintenance  of  absurd  monopolies, 
unjust  prohibitions,  unreasonable  regulations. 
This  state  of  things  has  produced  a  mass  of  misery 
which  has  been  placed  to  the  credit,  not  of  State 
interference,  as  it  should  be,  but  to  the  laisser  faire 
policy. 

The  economic  explanation  of  division  of  labour 
is  now  found,  and  reveals  to  us  that  the  most  im- 
portant part  of  Free  Trade — Free  Trade  in  Capital 
— we  have  never  enjoyed ;  and  this  being  the  case 
we  must  draw  the  conclusion,  that  if  Free  Trade, 
partially  adopted,  has  secured  to  England  the  im- 
mense advantages  we  know  of,  the  adoption  of  a 
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complete  Free  Trade  system  promises  results  bril- 
liant enough  to  induce  all  thinking  men  in  this 
country  to  use  their  best  efforts  to  bring  it  about. 

But  if  such  efforts  are  to  be  effective,  if  politi- 
cians, philanthropists,  commercial  men,  and  the 
press,  are  to  join  in  the  carrying  of  Free  Trade  in 
Capital,  the  first  thing  that  is  required  is  a  clear 
and  complete  treatise  on  what  it  is,  how  it  can  be 
carried,  and  what  it  will  achieve  ;  and  such  a 
treatise,  it  is  the  object  of  the  present  volume  to 
supply. 

Free  Trade  in  Capital  League, 
Parliament  Mansions, 
Victoria  Street,  Westminster,  S.W. 
November  1889. 
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CHAPTEE  I 

THE   IMPOETANCE   OF   CAPITAL 

The  term  capital  is  so  old,  and  in  such  general  use, 
that  it  may  seem  superfluous  to  specially  explain 
what  the  word  means  when  used  in  an  economic 
sense.  But  this  term,  like  many  others  used  in 
Political  Economy,  has  not  originated  with  that 
science,  nor  has  it  been  borrowed  from  an  ancient  or 
foreign  language  for  the  special  benefit  of  Political 
Economy.  It  was  first  employed  in  the  Latin  lan- 
guages to  indicate  something  partaking  of  the  head, 
or  being  the  essential  part  or  element.  It  has  long 
been  used  as  a  commercial  term,  and  probably  be- 
came general  all  over  Europe  with  the  spread  of  the 
art  of  book-keeping  invented  by  the  Italians.  Adam 
Smith  used  it  as  an  economic  term,  and  since  his 
time  it  has  been  indispensable  to  all  economists. 
In  our  language  the  noun  capital  has  retained  three 
distinct  significations  ;  the  chief  town  of  a  country, 
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tlie  total  wealth  at  the  disposal  of  an  individual  or 
a  firm,  and  its  economic  meaning.  With  the  first 
signification  we  are  not  concerned,  and  we  ought 
not  to  be  concerned  with  the  second,  but,  as  the 
commercial  term  and  the  economic  term  capital 
have  been  used  by  almost  all  economists  indis- 
criminately, and  in  a  manner  most  misleading,  it  is 
necessary  to  draw  a  sharp  distinction  between  the 
two  terms,  for,  without  it,  all  that  we  had  to  say 
about  the  economic  term  capital  would  rather 
confuse  than  explain  our  meaning.  The  want  of 
this  distinction  has  been  one  great  stumbling-block 
to  many  economists,  for  it  can  be  easily  conceived 
how  dangerous  it  is  to  have  to  employ  a  word 
which  is  capable  of  two  distinct  interpretations  ;  it 
might  so  easily  happen  that  what  has  been  found 
perfectly  true  in  the  one  sense  of  the  word  would 
be  blindly  admitted  as  true  of  the  other.  This 
has  constantly  been  the  case  with  the  word  capital. 
Thus  Dunning  Macleod,  one  of  the  ablest  writers  on 
banking,  comes  to  the  conclusion  that  banks  create 
capital,  evidently  using  the  word  in  its  economic 
sense.  At  this  conclusion  he  arrives  in  the  follow- 
ing way.  Finding  that  capital,  in  a  commercial 
sense,   is  necessary   in   commercial   undertakings 
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when  credit  can  be  had,  he  concludes  that  credit 
is  synonymous  with  capital,  and  when  he  finds 
that  bankers  can  create  credit,  he  contends  that 
they  can  create  capital.  The  confusing  effect  of 
this  conclusion  will  be  understood  when  we  con- 
sider that  the  correct  definition  of  capital,  in  an 
economic  sense,  is  those  material  results  of  previous 
labour  which  are  consumed  in  a  production.  The 
corollary  of  Macleod's  conclusion  is  that,  as  banks 
can  create  capital,  humanity  is  very  foolish  to  work 
at  all.  John  Stuart  Mill,  in  trying  to  determine 
what  is  capital  and  what  is  not,  encounters  great 
difiiculties  through  the  confusion  of  the  two  terms. 
Finding  that  education,  talent,  and  right  and 
similar  privileges,  are  a  man's  capital  in  a  com- 
mercial sense,  he  concludes  that  they  ought  to  be 
included  in  the  economic  term  capital,  which  in- 
clusion, were  it  adhered  to  throughout  economic 
reasoning,  would  lead  to  hopeless  confusion. 

How  necessary  it  is  to  distinguish  between  the 
commercial  and  the  economic  term  capital  might 
perhaps  best  be  shown  by  an  illustration.  Suppose 
that  one  child  had  only  tasted  one  sort  of  sauce 
in  its  life,  and  this  a  sweet  one,  and  another  had 
only  tasted  anchovy  sauce,  and  that  the  children 
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discussed  the  question  as  to  whether  sauce  improved 
pudding  or  not,  the  term  sauce  would  represent  an 
entirely  different  thing  to  each,  and  no  amount  of 
discussion  would  bring  them  to  agreement.  The 
want  of  a  proper  definition  of  capital  has  caused 
endless  discussions  among  economists  and  prevented 
a  clear  insight  into  a  comparatively  simple  question. 

It  is  not  merely  for  the  sake  of  expediency  and 
clearness  that  the  true  definition  of  the  economic 
term  capital  should  exclude  any  idea  of  things  that 
are  not  material,  for  such  exclusion  is  inevitable, 
because  exact  Political  Economy  deals  only  with 
material  things. 

The  term  exact  is  used  here  because  recent 
writers  on  Political  Economy  have  been  prone  to 
stray  into  the  fields  of  other  sciences  and  yet  com- 
municate their  researches  under  the  head  of 
Economy.  Talents,  rights,  and  similar  advantages 
may  enormously  influence  the  economic  condition 
of  individuals  and  nations,  but  this  is  no  reason  why 
they  should  be  dragged  into  economics.  There  are 
plenty  of  other  immaterial  factors  which  influence 
the  wealth  of  nations  quite  as  much  as  talent,  edu- 
cation, &c. :  for  example,  politics,  laws,  religion, 
amalgamation  of  races,  which  no  sane  man  would 
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dream  of  including  in  Political  Economy.  All  these 
subjects  may  be  dealt  with  in  treatises  on  history, 
philosophy,  &c.,  in  the  most  intimate  connection 
with  Political  Economy,  but  such  an  incidental 
concatenation  of  many  branches  of  human  know- 
ledge is  no  excuse  for  allowing  the  laws  of  the 
one  to  confuse  the  laws  of  the  other,  or  to  destroy 
the  sharp  demarcation  which,  for  clearness'  sake 
and  scientific  purposes,  has  been  drawn  round 
them. 

The  object  of  Political  Economy  is  to  show  us 
what  economic  laws  have  to  be  obeyed  in  order  to 
acquire  material  wealth  for  all  individuals  of  the 
community,  with  the  smallest  amount  of  work,  and 
with  complete  respect  for  individual  freedom  and 
private  property.  It  has  nothing  to  do  with  any 
moral,  mental,  or  legal  advantages,  however  import- 
ant these  may  be.  To  set  Economy  any  other  task 
than  to  explain  the  laws  of  the  production  of  wealth 
is  to  destroy  its  practical  utility.  Such  questions 
as  :  whether  easy  production  of  wealth  is  good  or 
bad  for  human  beings,  whether  it  furthers  or 
destroys  rehgion  or  morality,  whether  it  corrupts 
or  elevates  the  arts,  whether  it  is  apt  to  produce 
over-population  or  tends  to  destroy  humanity,  are 
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entirely  outside  Political  Economy,  as  much  so  as 
the  question  of  the  colour  of  the  paper  on  which  a 
geometrical  figure  is  drawn  is  outside  geometry. 
A  nation  should  therefore  not  ask  an  economist 
whether  it  ought  to  facilitate  the  production  of 
wealth  or  not,  but,  when  it  has  decided  to  do  so,  it 
should  ask  the  economist  how  to  do  it;  and  he 
should  not  be  held  responsible  for  any  moral  con- 
sequence that  may  result  from  easy  production  of 
wealth. 

It  is  evident  that  nothing  can  be  regarded  as 
capital  which  is  not  the  product  of  labour.  If  we 
were  to  speak  of  the  immense  stores  of  raw 
materials  which  exist  in  many  countries  as  capital, 
we  should  at  once  render  all  economic  reasoning 
impossible  because  those  very  countries  where 
great  poverty  prevails  from  want  of  supply  of 
capital  might  appear  as  countries  best  supplied 
with  capital.  Very  little  labour  may  suffice  to 
transmute  natural  wealth,  or  raw  material,  into 
capital ;  but  matter  on  which  no  labour  has  been 
expended  either  in  shaping  it,  reaching  it,  or 
transporting  it,  cannot  be  called  capital. 

Neither  is  it  difficult  to  perceive  that  the  word 
capital  can  only  be  used  when  production  is  spoken 

c2 
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of;  under  any  other  circumstances  it  would  have 
no  meaning  as  an  economic  term  :  just  as  the  term 
multiplicator  would  have  no  arithmetic  sense  if 
there  were  no  multiplication. 

The  definition  we  have  given  of  the  economic 
term  capital  ought  to  prevent  all  confusion  with  the 
commercial  term  capital.  When  in  this  work  the 
word  capital  is  used,  it  will  be  invariably  in  the 
economic  sense,  except  when  otherwise  described. 

Capital  is  a  most  important  factor  in  produc- 
tion under  any  form  of  government  or  organisation, 
but  in  our  modern  civilisation,  characterised  as  it  is 
by  individual  freedom  and  private  property,  it  is  of 
far  greater  importance  than  in  any  other  form  of 
society  experienced  or  proposed,  and  this  impor- 
tance grows  with  every  step  we  advance. 

When  better  machines,  better  methods,  and 
more  scientific  processes  are  introduced,  when  pro- 
duction is  carried  on  on  a  larger  scale,  when  com- 
munications are  improved,  when  new  territories  are 
laid  under  cultivation,  and  when  universal  co- 
operation develops,  then  capital  tells  more  and  its 
value  and  efiectiveness  increase. 

In  a  savage  country  capital  has  little  value 
because  the  small  amount  of  work  which  is  done 
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is  independent  of  it.  There,  there  is  no  division 
of  labour,  little  or  no  utilisation  of  the  work  of 
past  generations  ;  the  individual  fashions,  through 
his  own  labour,  the  raw  materials  he  finds  around 
him  into  the  objects  he  desires.  But  in  a  civilised 
country  labour  is  carried  on  difierently.  Here  we 
notice  a  highly  developed  system  of  division  of 
labour,  which  might  be  said  to  have  two  exten- 
sions, one  in  space  and  one  in  time. 

The  first  extension  establishes  a  co-operation 
between  innumerable  contemporary  individuals  ; 
whereby  one  works  for  miUions,  and  millions  work 
for  one.  The  miner  who  raises  the  ore  from 
the  mine  contributes  to  the  production  of  the 
thousand  articles  to  be  manufactured  from  the 
metal,  as  well  as  of  the  millions  of  articles  that 
may  be  manufactured  by  tools  from  that  same 
metal.  If  one  nail,  directly  or  indirectly  produced 
by  the  same  metal  is  used  in  a  trans-Atlantic 
steamer,  the  miner  has  assisted  in  the  production 
of  the  steamer  and  of  all  the  articles  that  may 
be  manufactured  from  the  goods  carried  by  that 
steamer. 

The  second  extension — that  in  time — estabhshes 
a  continuous  co-operation  between  past,  present. 
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and  future  generations,  in  such  a  way  that  the 
labour  accomphshed  by  the  one  generation  is  used 
by  the  succeeding  one,  which  thereby  saves  labour 
or  accomplishes  more  perfect  work  with  greater 
ease.  It  is  thus  an  absolute  certainty  that,  for  in- 
stance, the  pen  with  which  one  writes  is  the  product 
of  a  series  of  efforts  which  began  perhaps  some- 
where in  Asia  when  a  primitive  man  first  shaped 
a  twig  with  a  piece  of  stone,  and  that  this  series  of 
efforts  has  continued  without  interruption  in  one 
unbroken  chain  down  to  the  time  in  which  we  live. 

Thus  we  see  that  the  effectiveness  of  modern 
work  depends  on  to  what  extent  it  can  utilise,  firstly, 
what  we  may  call  contemporary  co-operation,  and, 
secondly,  the  result  of  labour  in  the  past.  Any  labour 
carried  on  independently  of  these  two  advantages 
would  be  on  a  par  with  the  labour  of  a  savage,  and 
would  be  not  only  ruinous  but  impossible  in  a 
civilised  country. 

The  results  of  previous  labour  are  the  same  thing 
as  capital,  and  to  say  that  modern  labour  cannot 
dispense  with  them  is  to  say  that  modern  labour 
cannot  dispense  with  capital. 

A  slight  investigation  will  at  once  show  that 
the  utilisation  of  contemporary  co-operation  is  also 
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a  question  of  capital.  If  all  our  economic  life  were 
presided  over  by  one  all-powerful  will,  we  should 
have  a  compulsory  organisation  which  would  sup- 
ply every  worker  with  such  results  of  his  fellow- 
workers'  labour  as  would  be  most  suitable  to  his 
work.  But  in  our  civilisation  there  exists  no  such 
authority,  nor  any  general  store  from  which 
labourers  could  be  supplied  with  what  they  require. 
The  whole  co-operation  is  carried  on  by  means  of 
exchanges,  and  each  individual  tries  to  make  as 
favourable  exchanges  as  possible.  Now  it  is 
evident  that  favourable  exchanges  can  only  be 
made  by  those  who  can  offer  in  exchange  such 
things  as  are  in  great  demand  and  who  are  owners 
of  enough  wealth  to  effect  exchanges  on  a  large 
scale. 

Thus  we  find  that  the  effectiveness  of  modern 
labour  almost  entirely  depends  on  the  supply  of 
capital,  and  that  access  to  capital  is  of  vital  impor- 
tance to  labourers  in  modern  communities  where 
no  raw  material  can  be  obtained,  where  the  result 
of  previous  labour  cannot  be  utihsed,  and  where 
the  general  co-operation  cannot  be  entered  into 
without  the  assistance  of  capital. 
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CHAPTEE  n 

DIVISION   OF   LABOUR 

It  has  already  been  mentioned  that  in  modern 
civiHsation  division  of  labour  has  reached  a  high 
development.  But  before  we  can  appreciate  the 
importance  of  division  of  labour  and  the  extent 
of  the  harm  which  ensues  when  the  function 
of  division  of  labour,  or  co-operation,  is  ob- 
structed, we  must  first  have  a  clearer  insight  into 
its  nature.  Division  of  labour  was  the  beginning 
of  civilisation,  and  has  since  characterised  it 
throughout.  Our  remotest  ancestors  very  early 
discovered  that  work  became  both  easier  and  more 
effective  when  it  was  divided  among  many.  If  ten 
men  each  wanted  a  bearskin,  they  could  more 
easily  obtain  the  object  of  their  wishes  if  they  to- 
gether hunted  one  bear  after  the  other  till  ten  were 
killed,  while  one  hunter  stood  the  chance  of  being 
killed  by  the  bear.     Ten  men  could  easily  erect 
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ten  log-huts  if  they  worked  together,  but  if  each 
worked  alone  their  labour  would  be  protracted, 
exhausting,  and  bad. 

There  can  be  no  doubt  that  the  advantages 
of  division  of  labour  were  a  strong  inducement  to 
the  formation  of  communities  and  states ;  they 
caused  people  to  divide  into  different  trades  and 
professions.  A  man  fishing,  after  having  made  the 
best  possible  arrangement  for  a  successful  haul, 
often  caught  more  fish  in  his  net  than  he  and  his 
family  required,  and  by  exchanging  his  surplus 
fish  against  surplus  game  killed  by  the  hunter, 
saved  himself  the  trouble  of  going  out  hunting. 

The  benefits  of  such  subdivision  and  co-ope- 
ration by  exchanges  were  so  striking  that  each 
individual  selected  one  occupation,  and  stuck  to  it 
for  life.  Different  tribes  living  under  different 
climatic  and  territorial  conditions  entered  into 
the  same  relation  with  each  other  as  indivi- 
duals and  families  had  done,  and  thus  trade 
arose  between  tribes  and  nations.  The  result  was 
that  each  individual  could,  by  a  slight  exertion 
in  his  daily  efforts,  by  a  slight  improvement  in  his 
methods,  secure  an  amount  of  comfort,  luxury,  and 
pleasure  which,  if  he  had  had  to  acquire  by  indi- 
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vidual  effort  and  without  the  co-operation  of  others, 
would  have  cost  him  more  work  and  trouble  and 
risk  by  far  than  he  would  have  been  wiUing  to 
expend  on  them,  or  they  would  have  been  beyond 
his  reach  altogether. 

Division  of  labour,  as  it  extended,  proved  a 
strong  inducement  to  accumulation.  Men  had 
already  found  that  it  was  inconvenient  and 
dangerous  to  live  without  a  reserve  stock  of  the 
necessaries  of  hfe,  but  when  such  stock  was 
capable  of  being  exchanged  against  much-coveted 
goods  which  individual  efforts  could  not  produce, 
a  powerful  incentive  to  accumulation  was  added. 
As  men  began  to  apply  improved  methods  and 
instruments,  division  of  labour  developed;  the 
division  between  trades  and  professions  became 
more  marked ;  and  co-operation  by  exchange 
became  more  active.  What  had  been  one 
trade  became  divided  into  two,  and  these  two 
again  became  further  subdivided.  Even  in  the 
workshops  themselves,  division  of  labour  became 
an  indispensable  condition  to  progress.  Wlien 
machines  were  introduced  an  extraordinarily 
strong  impulse  was  given  to  division  of  labour, 
and  we  see  in  many  modern  factories,  that  to  give 
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a  new  shape  to  a  small  piece  of  metal  it  is  passed 
through  a  variety  of  hands. 

The  different  stages  of  the  development  of  divi- 
sion of  labour,  which  we  have  here  glanced  at,  have 
of  course,  in  reality,  been  intermingled  with  and 
interrupted  by  the  various  events  of  history.  But 
in  the  northern  countries  of  Europe,  where  develop- 
ment began  late,  the  progress  of  division  of  labour 
can  be  clearly  traced  as  here  described.  The  case 
may  appear  different  with  the  nations  of  antiquity, 
for  among  them  the  steady  development  of  co-ope- 
ration by  exchanges  cannot  be  so  easily  traced  to 
be  the  skeleton  of  history  as  in  the  north.  But  if 
we  look  at  events  with  an  unprejudiced  eye,  we 
shall  discover  that  the  advancement  of  civilisation 
in  the  ancient  states  runs  parallel  with  the  de- 
velopment of  division  of  labour.  Co-operation 
there,  as  in  the  north,  presented  the  same  tempting 
advantages,  but,  thanks  to  the  mildness  of  the 
climate  and  the  richness  of  nature,  there  was  not 
the  same  incentive  for  individuals  to  possess  and 
accumulate.  Counting  on  the  regularity  of  the 
supplies  of  nature,  they  lived  more  on  the  hand-to- 
mouth  system,  and  thus  there  was  less  occasion  for 
exchanges. 


28  FREE  TRADE  IN  CAPITAL 

But  what  in  the  north  was  accomplished  through 
hard  chmate,  long  winters,  scarcity  of  supplies, 
was  in  the  south  accomplished  by  the  sword  of 
the  despot  and  the  whip  of  the  slave-driver.     Am- 
bition, love  of  luxury  and  pleasure,  and  no  doubt 
in  many  cases  patriotism  and  the  desire  to  elevate 
humanity,  induced  individuals,  dynasties,  military 
and  religious  castes,  to  give  an  extension  to  divi- 
sion of  labour  which  natural  circumstances  alone 
would    not    have    so    rapidly    achieved.       Sove- 
reigns and  governments  could  accomplish  nothing 
single-handed.      They   had    to   bring    masses   of 
human  beings  under  a  system  of  co-operation  as 
the  indispensable  condition  of  the  realisation  of 
their  aims.     The  free  division  of  labour  which  we 
have  seen  develop  naturally  in  the  north  of  Europe 
was  in  the  ancient  states  represented  by  a  compul- 
sory one.  The  people  were  divided  into  castes,  with 
different  tasks  imposed  upon  them.     The  leaders  or 
sovereigns  interested  the  most  advanced  and  the 
most  daring  men  of  their  country  in  their  schemes 
of  ambition,  conquest,  pleasure,  and  reduced  the 
rest  to  slaves.     Thus,  while  the  despot  ruled  over 
a  caste  of  patricians,  these  had  unlimited  power 
over  their  slaves.     Compulsion  was   the  leading 
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feature  of  the  whole  system  ;  the  object,  organised 
co-operation.  The  slave-owners,  through  their 
underlings,  gave  each  slave  his  appointed  work — 
gave  him  that  place  in  the  chain  of  co-operation 
which  benefited  the  owner  most,  supplied  him  with 
tools,  raw  materials,  food  and  shelter — such  as  they 
were — and  disposed  of  all  that  the  slaves  produced. 
The  despot,  in  his  turn,  imposed  on  the  slave- 
owners contributions,  special  tasks  in  the  way  of 
cultivation,  the  construction  of  roads,  canals,  forti- 
fications, palaces,  and  temples  ;  at  the  same  time 
compelling  them  to  supply  arms  and  men  for  war- 
like purposes. 

But  with  the  ancient  method  of  organised  co- 
operation we  are  little  concerned.  Except  to  use 
it,  as  we  shall  do  later,  as  a  warning  to  those  who 
advocate  State  compulsion  as  a  substitute  for  in- 
dividual freedom,  we  need  not  refer  to  it,  because 
what  we  are  inquiring  into  is  the  necessary  condi- 
tion for  easy  production  of  wealth  under  a  free 
system,  that  is  to  say,  a  system  which  is  governed 
by  the  subtle  laws  of  Political  Economy,  and  not 
by  the  brutal  enactments  of  despots,  governments, 
and  castes,  who  manage  the  affairs  of  a  nation  on 
the  primitive  principle  of  Domestic  Economy. 
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Finding  then  that,  in  our  system  of  civilisation, 
division  of  labour,  outside  the  boundaries  of  proper- 
ties held  by  individuals  or  firms,  functions  by  ex- 
changes, the  economic  conditions  of  exchanges  are 
what  we  have  to  inquire  into.  Our  own  country, 
like  many  other  countries  of  the  world,  presents 
the  strongest  inducements  for  such  an  inquiry. 
That  exchanges  are  hampered,  are  made  exces- 
sively difficult  by  mistaken  legislation,  will  be 
proved  later  on.  Here  it  will  suffice  to  point  out 
that  all  civilised  countries  contain  large  masses  of 
willing  workers  who  possess  no  capital  of  their 
own,  and  who  consequently  have  nothing  to  ex- 
change except  their  labour.  There  can  be  no 
doubt  that  in  most  of  these  countries  this  exchange 
is  sometimes  impossible,  generally  difficult,  and 
almost  always  so  unfavourable  to  the  man  who 
has  nothing  but  labour  to  give,  as  to  keep  him 
in  a  chronic  state  of  want. 

If  we  lived  under  an  artificial  organisation,  and 
wanted  to  lessen  the  poverty  of  the  working  classes, 
we  should  simply  ask  the  government  to  dismiss 
and  replace  the  officials  who  managed  things  so 
badly,  but  under  a  free  system  we  must  inquire 
into  what  makes  the  exchanges  of  labour  and  wealth 
so  difficult. 


DIVISION   OF  LABOUR  31 

There  is  a  tendency  now  all  over  tlie  civilised 
world  to  take  a  despondent  view  of  the  position 
of  the  labourer,  to  accept  his  poverty  and  his 
dependence  as  representing  an  inevitable  and 
natural  order  of  things,  for  which  nobody  except 
the.  Creator  of  the  world  is  responsible.  We  shall 
later  on  expose  thoroughly  in  detail,  the  fallacious- 
ness of  such  opinions,  but  in  the  meantime  only 
point  to  certain  undeniable  facts  which,  if  well 
understood,  clearly  demonstrate  that  the  man  who 
has  work  to  offer  in  exchange  for  wealth  ought  to 
be  well  off ;  especially  in  the  time  we  live  in,  when 
work  through  a  widely-extended  division  of  labour, 
with  the  whole  world  for  its  basis  and  its  market, 
with  wonderful  machines  to  render  the  most  diffi- 
cult work  easy,  has  acquired  an  effectiveness  which 
almost  surpasses  our  conception. 

For  we  find,  on  the  one  hand,  that  the  world 
offers  practically  inexhaustible  stores  of  raw 
material  waiting  for  work  to  transmute  them  into 
enjoyable  wealth,  and,  on  the  other  hand,  we  find 
a  demand  for  wealth  which  has  never  been  more 
intense,  and  which  amounts  almost  to  a  frenzy. 
In  the  presence  of  this  enormous  supply  and  this 
insatiable  demand,  which  can  only  be  satisfied  by 
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work,  it  is  impossible  not  to  conclude  that  the 
demand  for  workers  ought  to  be  almost  as  intense 
as  the  demand  for  wealth.  When  we  therefore 
find  large  numbers  of  working  people  unable  to 
exchange  their  work  for  the  necessaries  of  life, 
we  must  infer  that  something  makes  this  exchange 
difficult.  The  aspect  of  the  world  at  present, 
therefore,  offers  every  inducement  to  us  to  inquire 
into  the  conditions  under  which  the  exchanges 
take  place. 
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CHAPTER  III 

VALUE-MEASUREKS  AND   MEDIUMS   OF   EXCHANGE 

When  co-operation  between  man  and  man,  between 
community  and  community  began,  tlie  exchanges 
by  which  they  came  to  an  understanding  were  all 
barters.  One  kind  of  goods  was  bartered  in  a 
certain  quantity  against  a  quantity  of  another  kind 
of  goods,  or  against  some  service.  Services  also 
were  exchanged,  and  when  there  was  a  dispropor- 
tion in  their  values,  the  difference  was  made  up  in 
goods.  In  some  countries,  placed  at  the  edge  of 
the  vortex  of  modern  reform,  not  loner  aero  rem- 
nants  of  such  exchanges  existed,  and  may  yet  exist.^ 
Servants,  for  instance,  in  those  countries  some  time 
ago  received  hardly  any  wages,  but  it  was  agreed 
that,  against  their   services,  they  should  receive 

^  In  Norway,  Sweden,  Denmark,  and  Finland,  some  forty  years 
ago,  these  methods  of  exchanges  were  by  no  means  uncommon,  and 
probably  still  exist  in  the  remoter  districts. 
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food  and  lodging  and  certain  articles  of  clothing. 
Tithes  used  to  be  paid  in  farm-produce,  in  stipu- 
lated quantities,  irrespective  of  market  value. 

But  exchanges  by  barter  caused  great  incon- 
veniences which  were  felt  more  and  more  as  co- 
operation by  exchanges  extended.  It  was  therefore 
a  great  improvement  when  the  use  of  a  value- 
measurer  was  introduced.  It  was  easier  to  make 
a  bargain  when  the  two  kinds  of  goods  to  be 
exchanged  were  compared  as  to  value  with  the 
third  kind  of  goods.  If  a  man  wanted  to  ex- 
change tools  against  fish,  it  might  be  difficult  to 
form  an  idea  how  much  fish  should  be  given 
for  so  many  tools ;  but,  if  for  example  fox-skins 
were  the  usual  value-measurer,  the  contracting 
parties  would  each  know  the  value  of  their  own 
goods  in  fox-skins,  and  the  bargaining  thus  be- 
came more  to  the  point.  It  was  natural  that 
only  such  goods  were  chosen  as  a  value-measurer 
for  which  there  was  a  general  demand,  and  in 
most  cases  goods  were  applied  to  that  purpose 
for  which  there  was  a  demand  in  distant  places 
or  over  a  considerable  area. 

It  has  been  advanced  that  the  value-measurer 
need  not  always  consist  of  goods  of  real  market- 
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able  value,  but  this  is  a  delusion  created  by  a  mis- 
conception of  modern  credit-instruments.  The 
only  example  which  is  quoted  from  among  primi- 
tive value-measurers  is  that  of  the  cowries  used 
in  Central  Africa,  but  this  is  a  bad  example, 
because  the  cowries  were  in  great  demand  as 
ornaments.  No  goods  without  marketable  value 
have  ever  been  used  as  value-measurers. 

It  was  natural  that  the  value-measurer  should 
be  selected  as  the  best  form  in  which  surplus 
wealth  should  be  stored,  because  it  could  be  ex- 
changed more  easily  than  any  other  kind  of  goods. 
Many  primitive  nations  have  used  awkward  value- 
measurers,  which  must  have  given  them  a  great 
deal  of  trouble,  especially  in  the  case  of  small  ex- 
changes. Thus,  for  instance,  where  the  unit  of 
the  value- measurer  was  a  cow  or  a  reindeer,  small 
exchanges  must  have  been  complicated  affairs. 
The  desire  to  store  the  value-measurer,  the  necessity 
of  transporting  it  to  considerable  distances,  and 
the  occasional  demand  for  very  small  parts  of  it, 
caused  our  ancestors  to  look  about  for  a  value- 
measurer  that  would  not  perish  easily,  was  small 
in  bulk,  and  could  be  subdivided  without  deterioi  - 
ation  in  value.     The  metals  alone  answered  these 
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exigencies,  and  were  early  selected  as  value-mea- 
surers by  progressing  nations. 

Any  goods  that  were  accepted  as  value-mea- 
surers tended  to  become  a  current  medium  of  ex- 
change, and  the  metals  were  as  suitable  for  this 
function  of  mediums  of  exchange  as  of  that  of 
value-measurers . 

It  should  here  be  carefully  noted  that  the 
value-measurer  and  the  medium  of  exchange, 
though  often  represented  by  the  same  metal  and 
the  same  goods,  are  two  distinct  conceptions  which 
unfortunately  many  writers  on  economics  have 
hopelessly  confounded.  In  this  work  a  sharp  dis- 
tinction wiU  be  made  between  the  term  value- 
measurer  and  the  term  medium  of  exchange.  A 
value-measurer  used  abstractly  in  a  transaction, 
but  which  has  not  been  used  bodily  and  has  not 
actually  changed  hands,  is  not  considered  as  a 
medium  of  exchange. 

A  couple  of  illustrations  will  make  this  clear. 
If  a  man  in  Manchester  sells  yarn  to  a  merchant  in 
London  to  the  amount  of  one  thousand  pounds, 
and  the  London  merchant  sells  simultaneously  in- 
digo to  the  same  amount,  and  the  two  invoices  are 
balanced  one  against  the  other  without  any  remit- 
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tances  of  coin  or  credit-instruments,  the  pounds 
sterling  in  that  transaction  have  been  used  as  the 
value-measurer,  but  credit  has  been  the  medium  of 
exchange.  If  an  Englishman  travelling  in  Eussia 
buys  there  a  quantity  of  fur  at  so  many  roubles 
per  piece,  and  pays  for  them  with  English  sovereigns 
calculated  at  so  many  roubles  per  sovereign,  the 
value-measurer  in  that  transaction  is  the  rouble, 
but  the  English  sovereigns  are  the  mediums  of 
exchange.  This  distinction  is  often  not  made  by 
economists,  and  when  a  certain  coin — say  a  sove- 
reign, a  shilling,  or  a  penny — is  used  as  the  value- 
measurer,  for  very  large  transactions,  balancing 
each  other  with  little  or  no  employment  of  actual 
coin,  they  say  that  in  all  those  transactions  the  coin 
has  been  the  medium  of  exchange.  This  confusion 
of  two  entirely  different  conceptions  is  responsible 
for  a  great  number  of  erroneous  conclusions  which 
have  caused  the  theories  of  coin,  credit,  and  bank- 
ing to  be  looked  upon  as  abstruse  and  incompre- 
hensible. 

One  of  the  reasons  why  metals  lend  themselves 
so  easily  to  current  mediums  of  exchange,  is  that 
they  receive  impressions  and  retain  them  well. 
This   quality  in  the  metals  led  to  their  coinage. 
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Considering  the  exaggerated  importance  which  has 
been  given  to  coinage  and  the  prestige  the  word 
has  long  enjoyed,  it  may  be  useful  to  note  here 
that  the  coining  of  the  metals  has,  or  at  least  had, 
originally  for  sole  object  the  impressing  of  a  stamp 
on  small  pieces  in  order  to  indicate  their  weight 
and  their  alloy,  and  thus  save  constant  weighing 
and  testing.  It  should  be  well  remembered  that 
the  metals,  though  coined,  remain  nothing  but 
small  pieces  of  goods,  carrying  on  their  surface 
their  own  weight  and  alloy;  for  such  names  as 
pound,  franc,  dollar,  indicate  both  the  weight  and 
the  alloy  of  pieces  of  metal  impressed  with  such 
names,  because  certain  countries  passed  laws  that 
whenever  the  name  of  pound,  franc,  or  dollar  is 
used  in  speech,  writing,  or  any  other  way,  it  shall 
mean  a  piece  of  metal  of  so  much  weight  and  alloy. 
It  is  absolutely  necessary  to  remember,  in 
speaking  about  coin,  that  it  is  goods  like  all  other 
goods  ;  for  to  call  it  money  or  currency,  and  accord 
to  it  a  prestige  which  springs  entirely  from  the 
imagination  and  attributes  which  are  quite  illu- 
sory, is  to  destroy  every  hope  of  arriving  at  a 
clear  insight  into  this  branch  of  Political  Economy. 
To  consider  coin  as  something  subject  to  different 
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economic  laws  than  goods,  is  an  error  extremely 
frequent  with  economists.  One  of  the  very  few 
mistakes  Adam  Smith  committed  was  to  use  the 
word  '  money,'  which  has  no  distinct  meaning,  but 
which  may  signify  a  great  variety  of  things  of  very 
different  and  sometimes  entirely  opposite  meanings, 
and  then  to  liken  it  to  a  kind  of  wheel  which  moves 
the  business  of  a  country.  No  economist  who  has 
used  the  words  money  and  currency  has  arrived 
at  clearness  on  the  subject  of  coin. 

It  might  be  objected  against  the  foregoing 
statement  as  to  coin  bearing  a  stamp  indicating  its 
intrinsic  value  as  a  merchandise,  that  we  have 
coins  in  England  which  are  very  far  from  having 
the  intrinsic  value  which  is  stamped  upon  them, 
namely,  silver  and  copper  coins  ;  but  this  fact  in 
no  way  detracts  from  the  truth  of  our  statement, 
for  our  copper  and  silver  coins  are,  strictly  speak- 
ing, not  coin  at  all,  in  either  an  economic  sense  or 
in  a  legal  sense  :  they  are  tokens.  Economists  will 
range  them  under  the  head  of  credit-instruments 
made  of  metal,  and  the  law  warns  people  against 
them  and  disallows  them  as  legal  tender  for 
amounts  of  above  two  pounds. 

The  introduction  of  coin  extended  co-operation 
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by  exchanges  very  materially.  Small  exchanges 
became  very  easy,  especially  after  a  great  number 
of  people  began  to  take  up  as  a  profession  the 
facilitating  of  exchanges — that  is  to  say,  when 
merchants,  dealers,  and  shopkeepers  came  into 
existence.  The  eiFecting  of  exchanges  with  coin, 
as  the  medium  of  exchange  or  as  the  value-measurer, 
is  called  buying  and  selling. 
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When  an  author  of  a  book  on  Economy  applies  the 
word  money  not  only  to  coins  and  tokens,  but  to 
government  notes,  national  bank  notes,  government 
supervised  private  notes,  free  notes,  bank  balances, 
cheques,  treasury  bills,  bank  bills  ;  and  when  the 
reader  of  his  book  applies  the  word  money  to  com- 
mercial capital,  wealth,  bonds,  consols,  &c. — it  is 
no  wonder  that  there  should  be  confusion  in  the 
mind  of  author  and  readers.  It  is  quite  a  usual 
thing  that  attributes  which  have  been  proved  to 
belong  to  coin  are  without  hesitation  supposed  to 
belong  to  all  the  other  conceptions  which  are 
popularly  covered  by  the  term  money;  and  vice 
versd. 

The  absurdity  of  using  names  of  indistinct  and 
shifting  meanings  does  not  always  strike  people 
when  it  is  done  in  treatises  on  Political  Economy, 
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but  it  becomes  glaring  in  connection  with  any 
other  science.  If,  for  instance,  a  chemist  were  to 
use  the  designation  '  white  powder '  for  all  sub- 
stances which  appear  to  the  eye  as  white  powder, 
his  treatise  would  be  a  burlesque  of  his  subject, 
and  each  of  his  experiments,  carried  out  on  the 
strength  of  his  authority,  would  be  likely  to  pro- 
duce results  most  startling  and  contradictory,  from 
a  freezing  liquid  to  a  thundering  explosion. 

The  use  of  such  nondescript  words  as  '  money ' 
and  '  currency '  is  to  a  very  large  extent  the  cause 
of  many  of  the  wild  theories  and  strange  prejudices 
which  obscure  the  simple  economic  laws  which 
underlie  the  functions  of  coin.  We  have  already 
referred  to  the  frequent  mistake  of  considering  aU 
transactions  in  which  coin  has  been  the  value- 
measurer  as  accomplished  through  coin  as  a 
medium  of  exchange.  In  a  large  commercial 
centre  all  transactions  are  made  with  coin  as  the 
value-measurer,  but  the  bulk  of  them  are  actually 
cleared  by  other  mediums  of  exchange,  and  in  only 
a  very  small  percentage  is  coin  the  medium  of  ex- 
change. But  this  fact  is  often  overlooked,  and 
when  the  mediums  of  exchange  of  a  country  are 
found  insufficient,  attention  is  not  given  to  those 
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mediums  of  exchange  which  are  used  in  the  ninety- 
nine  cases,  but  exclusively  to  the  one  which  is  used 
in  the  hundredth,  namely  coin. 

When  it  is  deemed  desirable  to  enhance  the 
industrial  and  commercial  activity  of  a  country, 
little  or  nothing  is  done  to  improve  and  extend 
that  medium  of  exchange  which  all  commercial 
centres  prove  to  be  the  most  important  and  the 
only  one  deserving  attention — credit ;  but  the  one 
which  can  be  used  only  to  a  very  small  extent — 
coin — is  recklessly  poured  into  the  place.  When  a 
new  country  is  judged  short  of  capital  and  measures 
are  required  to  supply  the  supposed  want,  the 
word  capital  is  confounded  with  money  and  coin 
is  imported,  or  rather  an  attempt  is  made  to  import 
coin,  for  in  most  cases  the  effect  of  such  attempt  at 
once  influences  the  rates  of  exchange  enough  to 
stop  the  actual  remittance  of  coin,  to  be  replaced 
by  shipments  of  goods  which  are  of  little  use  to 
the  country  receiving  them  and  often  of  the  same 
kind  which  the  importing  country  could  largely 
produce  if  the  supply  of  capital  had  been  arranged 
in  a  rational  way. 

When  our  friends  the  bi-metallists  find  that 
there  is  an  unnatural  depression  in  trade,  that  this 
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depression  emanates  from  legislation  and  not  from 
natural  circumstances,  and  when  they  discover 
that  legislative  mistakes  have  been  committed  in 
connection  with  mediums  of  exchange,  they  are 
misled  by  the  unfortunate  term  '  currency ' ;  they 
declare  there  is  something  wrong  with  the  cur- 
rency ;  we  are  short  of  currency ;  the  currency 
must  be  expanded,  &c.,  in  all  of  which  they  would 
be  perfectly  right  if  they  meant  by  currency  the 
mediums  of  exchange.  But  this  unfortunate  word 
'  currency '  entirely  destroys  their  logic,  for,  coming 
to  the  practical  remedies  they  say,  currency  is 
coin,  and  coin  must  be  mended ;  and  thus  they  set 
to  work  to  increase  that  medium  of  exchange  which 
plays  the  smallest  part  in  the  great  business  of  the 
world,  and  which,  as  a  medium  of  exchange,  could 
be  dispensed  with  almost  altogether,  as  we  shall 
show  further  on.  But  the  mediums  of  exchange 
which  are  used  in  ninety-nine  per  cent,  of  business 
in  developed  centres,  and  which  tend  to  become 
the  mediums  of  exchange  of  the  world,  those  they 
do  not  propose  to  mend  or  free  from  most  un- 
reasonable restrictions.  They  arrive  of  course  at 
this  absurd  conclusion  by  using  the  chameleon  word 
'currency.'     They  make  it  in  the  first  instance 
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stand  for  the  aggregate  of  the  mediums  of  ex- 
change;  afterwards  they  make  it  stand  only  for 
coin :  and  the  conclusion  they  draw  correctly  from 
the  first  meaning  of  the  word  becomes  absurd  when 
they  apply  it  to  the  second. 

The  same  confusion  of  two  distinct  conceptions, 
coin  and  mediums  of  exchange  in  general,  vitiates 
the  reasoning  of  the  bi-metallists  throughout.  Thus 
the  advantages  which  they  expect  from  the  mone- 
tisation  of  silver  constitute  excellent  illustrations 
of  the  danger  of  defective  definitions  against  which 
we  wish  to  warn  our  readers.  The  bi-metallists 
expect  tliat  they  can  by  universal  government 
enactment  bring  about  an  unnatural  or  at  least  a 
stable  relation  between  gold  and  silver.  They  say 
that  when  silver  is  money  the  demand  for  that 
metal  for  coining  purposes  will  be  so  large  that  its 
price  will  naturally  rise.  Here  they  are  again  led 
into  a  mistake  by  the  supposition  that  because  a 
certain  kind  of  coin  is  acknowledged  as  the  value- 
measurer,  its  circulation  should  be  measured  by 
all  the  business  done  on  the  basis  of  it.  In  their 
imagination  therefore  a  very  large  quantity  of 
silver  would  be  required.  But  what  is  the  real 
fact  of  the  case  ?     No  government  enactment  will 
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remove  people's  objection  to  filling  their  pockets 
with  silver  coin  or  sending  cart-loads  of  it  in  the 
case  of  heavy  remittances.  The  people  will  handle 
exactly  the  amount  of  silver  they  do  now,  and  the 
only  extra  use  that  would  be  found  for  silver  coin 
in  this  country  would  be  for  increasing  the  metallic 
reserve  of  the  Bank  of  England.  It  is  certain  that 
a  number  of  new  devices  would  be  found  to 
transfer  claims  for  silver  coin  by  paper,  and  that 
in  any  case  a  very  strong  extra  inducement  to  use 
cheques  would  be  established.  The  consequence 
in  other  countries  would  be  similar,  and  the  value 
of  silver  would  remain  unchanged. 

But,  in  order  to  give  another  illustration,  let  us 
suppose  that  the  bi-metallists  succeed  in  doing  what 
cannot  be  done,  namely,  to  cause  silver  to  circulate 
at  par  with  gold,  without  that  daily  changing 
gold-rate,  which  all  experienced  financiers  know 
would  set  in,  and  see  whether  the  expected  bene- 
ficial result  would  be  possible.  The  bi-metaUists 
say,  at  least  some  of  them,  that  by  increasing  the 
quantity  of  coin  in  the  world,  they  would  increase 
the  mediums  of  exchange  and  thereby  facilitate 
business.  If  we  say  that  by  increasing  the  mediums 
of  exchange  we  should  facihtate  business,  we  should 
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be  riglit,  but  to  increase  the  coin  in  the  world  is 
not  to  increase  the  mediums  of  exchange,  because 
coin  is  the  value-measurer,  and  it  determines  the 
prices  of  all  other  goods  by  the  quantity  in  which 
it  is  present  in  the  market  as  compared  to  the 
quantity  present  of  other  goods.  The  price  of 
goods,  quoted  in  gold,  is  high  because  gold  is 
present  in  small  quantity.  If  gold  suddenly  be- 
came as  abundant  as  granite  the  price  of  all  other 
goods,  quoted  in  gold,  would  be  very  high.  If 
therefore  we  succeed  in  adding  all  the  world's 
silver  to  the  quantity  of  the  value-measurer  now 
present  in  the  market,  the  value  of  the  measurer 
would  go  down  in  exact  proportion,  and  as  the 
value  of  all  other  goods  is  measured  by  this  same 
value-measurer,  the  nominal  price  of  all  goods 
would  rise  hi  exact  proportion.  We  should  then 
have  much  more  coin,  but  prices  being  higher  in 
proportion  we  should  not  be  able  to  effect  a  single 
pennyworth  more  exchanges  than  we  do  now. 
Thus  we  find  that  an  increase  in  the  quantity  of 
circulating  coin  is  not  an  increase  in  the  aggregate 
of  the  mediums  of  exchange  which  we  so  sorely 
want  and  which  the  bi-metallists  vainly  hope  to 
bring  about. 
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The  other  fallacies  of  the  bi-metallists  do  not 
come  within  the  scope  of  our  subject ;  but  it  may- 
be fair  to  point  out  that  in  one  of  their  conclusions 
the  bi-metallists  are  right,  namely,  that  if  a  law 
were  passed  to  make  silver  a  compulsory  legal 
tender  along  with  gold  at  a  higher  gold  value  than 
it  has  now,  all  those  who  have  contracted  debts  in 
gold  would  be  allowed,  if  they  choose  to  be  so  dis- 
honest, to  pay  these  debts  in  silver.  The  interest 
on  the  National  Debt,  and  on  loans  raised  by  cor- 
porations, companies,  and  individuals,  would  thus 
be  materially  reduced  at  the  expense  of  the 
creditors.  It  is  possible  that  philosophers — not 
economists — might  favour  such  a  general  reduc- 
tion of  debt  on  the  ground  that  it  would  tend  to 
diminish  the  unequal  distribution  of  wealth.  But, 
supposing  that  this  advantage  were  not  so  debat- 
able as  it  really  is,  but  firmly  established,  we  must 
still  come  to  the  conclusion  that  it  would  be  ex- 
tremely foolish  to  bring  it  about  by  tampering 
with  the  value-measurer,  involving  as  it  would 
such  an  amount  of  annoyance  and  confusion  to 
the  commercial  world,  while  the  same  object  could 
be  so  easily  attained  by  a  simple  enactment  of  the 
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government  to  the  effect  that  all  debts  should  be 
reduced  by  so  much  per  cent. ! 

The  mistakes  which  we  have  pointed  out,  and 
the   infinite  number   of  similar    ones,  would   be 
avoided  if  we  always  bore  in  mind  that  coin  has 
two   distinct    functions,   that    of    value-measurer 
and    that   of    medium    of    exchange.     The    first 
one    is  by  far   the    more  important — is  in  busy 
centres  infinitely  more  important  than  the  second 
one.     To  fulfil  its  mission  as  value-measurer,  coin 
need  not  be  bodily  used,  but  simply  supposed  and 
referred   to.      No    quantity   is   required   for   this 
purpose,  and  the  legal  enactment  stipulating  its 
weight  and  alloy  is  sufficient.     If  by  coin  of  the 
realm  we  understand  the  unit  which  has  been  fixed 
as  legal  tender,  it  is  quite  right  to  say  that  gold  and 
silver  can  fulfil  their  functions  as  value-measurers 
without  being  coined.     There  have  been  examples 
of  such  theoretical  coin.     At  the  time  when  the 
old  Bank  of  Hamburg  was  founded,  the  sovereigns 
of  surrounding  nations,  including  a  host  of  princes 
of  neighbouring  nations,  reserving  for  themselves 
a  strict  monopoly  of  coinage,  under  the  pretext  of 
keeping  it  up  to  its  standard,  were  much  given  to 
base  coinage.      The  Hamburg   merchants    feared 
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that  if  their  new  bank  were  to  coin  good  full- 
weighted  silver  pieces,  the  princes  would  all 
counterfeit  them  in  base  alloy  and  thus  cause  them 
much  annoyance.  They  therefore  resolved  that 
the  new  value-measurer,  the  Mark  Banco,  which 
they  introduced  at  the  time,  should  not  be  coined 
at  all.  The  name  was  simply  recognised  as  mean- 
ing a  certain  quantity  of  fine  silver.  Deposits  were 
received  in  silver  and  gold  coins  of  all  nations ;  all 
descriptions,  all  alloys,  as  well  as  gold  and  silver 
plate  and  ingots.  All  was  valued  in  Mark  Banco 
and  credited  in  that  imaginary  coin  to  the  de- 
positors' accounts.  The  books  of  the  bank  were 
kept  and  all  transactions  were  carried  on  in  Mark 
Banco.  Drafts  on  the  bank  were  credited  to  the 
bearer,  who  in  his  turn  could  draw  on  the  bank. 
When  coin  happened  to  be  actually  required  from 
the  bank,  it  was  paid  out  in  silver  or  in  such  coin 
as  was  demanded,  as  far  as  the  bank  had  stock  of 
it.  The  silver  or  promiscuous  coin  paid  out  was 
calculated  in  Mark  Banco,  the  latter  according  to 
its  weight  and  alloy.  In  spite  of  its  theoretical 
nature  the  Mark  Banco  was  the  value-measurer  for 
centuries  in  all  the  countries  of  the  north  where 
the  Hanseatic  League   had   its  business  ramifica- 
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tions,  as  well  as  the  general  international  value- 
measurer  ;  and,  thanks  to  the  impossibility  of  de- 
basing it,  it  proved  of  immense  use  to  commerce 
in  general.  Had  Prince  Bismarck,  instead  of  de- 
stroying the  old  Bank  at  Hamburg,  profited  by 
the  teachings  it  afforded,  he  would  never  have 
established  such  a  monopoly  bank  as  that  of  the 
Imperial  Bank  of  Germany,  and  would  thus  have 
left  one  monument  the  less  to  bear  witness  to  his 
incredible  want  of  insight  into  Political  Economy. 
As  banking  and  business  methods  develope, 
the  tendency  to  dispense  with  the  metallic  coin  as 
a  medium  of  exchange,  while  retaining  it  as  a  value- 
measurer,  becomes  more  marked.  In  the  Clearing 
House  of  London  alone,  some  thirty  million  pounds 
sterling  are  daily  cleared  without  the  handling  of 
coin.  But  the  sight  which  a  London  bank  presents, 
with  its  weighing  and  counting  of  coin,  shows  that 
there  is  plenty  of  room  for  improvement  in  this 
respect.  The  immense  quantity  of  gold  coin  which, 
in  England,  is  constantly  subjected  to  wear  and 
tear,  keeps  deteriorating,  and  the  sweating  of  coin, 
which  has  lately  been  revived,  materially  assists  in 
the  process.  The  loss  is  now  borne  partly  by  the 
banks,  partly  by  individuals.     Part  of  the  burden 
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the  government  has  agreed  to  take  on  itself  by 
the  re-coinage  of  the  oldest  sovereigns  and  half- 
sovereigns.  But  as  long  as  we  keep  up  the 
barbarous  method  of  wasting  the  most  expensive 
metal  by  using  it  as  a  circulating  medium  of  ex- 
change, the  difficulty  of  a  debased  coinage  will 
always  be  with  us  ;  and  the  more  the  government 
thus  sacrifices  with  the  object  of  keeping  it  up  to 
the  standard,  the  more  encouragement  will  it  give 
to  coin-sweaters  and  to  the  picking-out  of  the  full- 
weighted  sovereigns  which  is  now  done  every  day 
by  the  banks.  Neither  the  banks,  nor  anybody  else, 
can  be  blamed  for  paying  out  the  light  sovereigns 
whenever  they  can,  and  for  reserving  the  good 
ones  for  such  payments  as  they  are  called  upon 
to  pay  in  full  weight.  If  the  fact  were  generally 
recognised  that  coin  can  be  retained  as  a  value- 
measurer,  but  to  a  very  large  extent  abolished 
as  a  medium  of  exchange,  the  government  might 
realise  a  profit  of  several  millions  annually  on  the 
circulation,  instead  of  suffering  the  loss  they  do  now, 
and  at  the  same  time  save  the  banks  from  a  con- 
siderable loss.  The  government  has  only  to  issue 
a  sufficient  number  of  one  pound,  ten-shilling,  and 
even  five-shilling  notes  to  replace  the  circulating 
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gold.  If  the  State  took  the  issue  of  these  notes 
into  its  own  hands,  through  the  Mint  or  any  other 
government  estabhshment,  not  allowing  the  new 
circulation  to  interfere  at  all  with  the  banking 
of  the  country,  hardly  any  economic  effect  would 
result,  and  certainly  no  bad  one,  while  the  profit 
would  be  secured  to  the  benefit  of  the  taxpayers. 
A  small  stock  of  gold  would  sufiice  to  meet  the 
demand  for  metalhc  coin,  which  would  be  mostly 
for  export,  and  the  state  of  this  metallic  cash  would 
indicate  exactly  whether  more,  notes  should  be 
issued  or  a  part  of  them  withdrawn.  The  objec- 
tions that  would  be  raised  against  such  a  scheme 
would  probably  be  based  on  the  fear  that  the 
government  paper  circulation  might,  as  the  paper 
circulation  of  so  many  States  has  done  before, 
depreciate,  and  land  us  in  the  plight  of  a  gold 
premium  with  all  its  difficulties  and  demoralising 
speculations. 

It  is,  however,  hardly  necessary  to  explain  that 
a  depreciation  of  the  notes  is  entirely  impossible 
as  long  as  the  government  pays  them  on  demand. 
It  is  impossible  to  imagine  that  nowadays  a 
government  department  could  be  mismanaged  to 
such  an  extent  as  not  to  meet  the  small  average 
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demand  for  gold;  and  as  to  a  panic  or  a  run,  such 
a  thing  would  not  happen  until  the  confidence  in 
England,  as  a  State,  is  shaken.  And  in  case  of  a 
panic  arising  from  some  great  military  defeat,  or 
from  a  social  or  political  revolution,  which  is  ex- 
tremely remote,  or  a  serious  riot,  which  is  quite 
possible,  the  government  have  only  to  suspend 
payment  for  a  few  days  until  the  funds  can  be 
raised,  and  the  notes  would  not  lose  a  fraction  of 
their  value  in  the  meantime,  thanks  to  the  confidence 
which  we  have  in  ourselves  as  a  nation.  Should 
the  State  fall  into  such  a  miserable  plight,  and  the 
country  be  visited  by  such  serious  calamities  as  to 
prevent  the  raising  of  a  couple  of  hundred  millions 
to  pay  the  notes,  there  would  be  other  losses,  other 
causes  for  ruin,  before  which  the  loss  of  the  value 
of  the  notes  would  sink  into  insignificance.  The 
objections  on  the  ground  of  danger  would  only 
therefore  be  raised  by  prejudiced  people. 

But  there  is  another  danger  which  any  Chan- 
cellor of  the  Exchequer  might  well  dread,  namely, 
the  deluge  of  schemes  and  plans  which  would  set 
in  if  the  replacement  of  coin  by  government  notes 
were  mooted.  We  should  then  see  how  little  it  is 
understood  that  we  do  not  suffer  from  any  scarcity 
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of  what  people  are  pleased  to  call  '  currency,'  and 
that  the  reform  here  proposed  is  simply  a  fiscal  one 
intended  to  add  to  the  income  of  the  State,  and  not 
an  economic  one  afiecting  the  supply  of  capital  to 
labour,  cost  of  production  and  price  of  sale,  credit, 
enterprise,  values,  wages,  or  indeed  any  of  those 
factors  on  which  the  prosperity  of  a  nation  de- 
pends. 

A  little  calm  reflection  will  show  this  at  once. 
If  the  government,  instead  of  inflating  the  credit  of 
the  country  by  entrusting  the  issue  to  a  bank  or 
banks,  were  to  use  these  notes  in  all  its  disburse- 
ments, wherever  these  take  place  in  the  country, 
including  the  interest  on  the  National  Debt,  and  to 
hand  them  over  to  anyone  who  wished  to  buy  them 
for  gold,  the  economic  effect  on  the  country  would 
simply  be  as  follows.  As  the  notes  began  to  cir- 
culate they  would  affect  the  market,  that  is  to  say, 
the  whole  of  the  country,  as  would  an  imported 
quantity  of  gold  of  the  same  amount ;  they  would 
cause  a  momentary  demand  for  goods  which  at 
once  would  be  supplied  from  abroad,  and  a  quantity 
of  gold  equal  to  the  quantity  of  notes  would  leave 
the  country  permanently  in  payment  of  the  im- 
ported extra  quantity  of  goods.      When  as  many 
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notes  had  been  issued  as  tlie  market  could  carry, 
the  result  would  be  that  a  corresponding  quantity 
of  coin  would  have  left  the  country  permanently,  or 
at  least  until  the  government  recalled  the  gold  and 
withdrew  the  notes.  The  chief  difference  would  be 
that  the  people  and  the  banks,  including  the  issuing 
banks,  would  use  the  government  notes  exactly  in 
the  same  way  as  they  use  coin  now.  Two  direct 
economic  effects  there  would  be,  but  of  such  slight 
importance  that  they  would  be  hardly  noticeable 
in  practical  affairs.  The  first  would  be  a  slight 
rise  in  prices,  and  a  slightly  increased  activity 
during  the  interval  in  which  the  gold  was  replaced 
by  the  notes ;  and  the  second  would  be  a  slight 
increase  of  the  gold-stock  outside  England,  by 
which  the  cost  of  production  would  be  raised  for 
our  competitors  and  their  power  to  purchase  British 
goods  would  be  almost  imperceptibly  increased. 

There  would  be  an  indirect  economic  effect 
from  the  fiscal  advantages  which  the  government 
would  secure,  allowing  of  a  reduction  of  the  taxes 
in  proportion.  Besides  the  interest  on  the  cir- 
culating notes,  there  would  be  a  very  considerable 
profit  through  the  mass  of  notes  which  would  be 
destroyed  in  fires,   shipwrecks,   and   other  acci- 
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dents,  forgotten  in  hiding-places,  and  sent  out  into 
foreign  places  never  to  return.  The  income  to  the 
State  from  lost  notes  would  probably  suffice  to  pay 
all  expenses  connected  with  the  issue. 

In  dwelling  upon  the  advantages  of  replacing 
the  gold  by  government  notes  we  may  appear  to 
have  strayed  from  our  subject ;  but  the  proposed 
system  is  a  good  illustration  of  how  little  impor- 
tance the  quantity  of  the  gold  coin  may  be  in 
a  country  with  good  credit  and  an  intelligent 
government.  Besides,  our  task  would  not  be  com- 
plete, and  new  confusions  would  not  be  forestalled 
by  this  work,  if  we  did  not  succeed  in  making  it 
clear  that  government  notes  and  notes  of  private 
banks,  of  which  we  shall  treat  very  fully,  are  and 
should  be  of  a  totally  distinct  nature — Government 
notes  being,  with  regard  to  all  their  economic 
effect  on  the  country,  equal  to  coin  from  the  simple 
reason  that  government  prestige  causes  them  to 
circulate  freely  and  to  be  received  with  as  little 
formality  and  hesitation  all  over  the  country  as 
coin,  and  exempts  them  from  all  the  economic  laws 
to  which  other  notes  are  subjected.  We  have, 
therefore,  spoken  of  them  in  connection  with  coin. 
Private  bank  notes  are  and  should  be  pure  credit- 
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instruments,  and  of  them  we  shall  speak  when  we 
deal  with  credit.  We  shall  then  be  able  to  show  that 
there  is  nothing  to  prevent  government  notes  from 
circulating  in  as  large  a  quantity  as  the  country 
can  use,  side  by  side  with  free-notes  of  private 
banks  issued  in  as  large  a  quantity  as  the  issuing 
banks  find  to  their  own  advantage,  and  that  yet 
immutable  economic  laws  will  prevent  over-issue 
by  a  single  pound-note. 
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CHAPTEE  V 

THE   IMPOSSIBILITY   OF   IXCREASING   THE   QUANTITY 
OF   COIN   BY   IMPORTATION 

We  have  seen  how  co-operation  by  exchanges,  the 
leading  phenomenon  of  our  civilisation,  on  which 
all  prosperity  depends,  was  enormously  facilitated 
by  the  introduction  of  coin  ;  also  how  the  greatest 
advantage  we  derive  from  coin  is  the  measurement 
of  value ;  how  the  use  of  coin,  as  a  medium  of 
exchange,  is  of  secondary  consideration,  and  can 
with  intelligent  organisation  be  dispensed  with 
altogether. 

The  introduction  of  other  mediums  of  exchange 
than  coin  is  almost  as  old  as  coin,  and  is  not  optional 
but  absolutely  necessary  in  every  community  where 
the  economic  activity  rises  above  that  of  a  savage 
country.  Why  this  is  so  can  be  easily  explained. 
We  have  already  pointed  out,  in  our  remarks  on 
bi-metallism,  that  if  the  quantity  of  the  coin  in  the 
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world  were  increased,  the  prices  of  all  other  kinds 
of  goods  would  go  up  in  proportion.  Now,  if 
the  quantity  of  coin  in  one  country  or  in  one 
market  is  increased,  the  same  thing  would  happen 
there,  and  the  effect  would  be  permanent,  if  that 
country  or  that  market  were  entirely  isolated  and 
had  not  commercial  relations  with  other  countries 
or  other  markets  ;  or,  in  other  words,  if  it  were  a 
world  by  itself.  But  our  country,  like  most  other 
countries,  is  not  isolated,  but  in  the  closest  business 
relations  with  all  the  rest  of  the  world. 

The  question  then  presents  itself.  What  would 
happen  if  we  imported  a  quantity  of  precious 
metal  in  order  to  increase  our  stock  of  coin  ? 
If  we  bear  in  mind  that  coin  is  goods,  we  can  at 
once  answer,  that  the  same  would  happen  to  coin 
as  would  happen  to  any  other  kind  of  goods, 
an  extra  quantity  were  suddenly  imported  with- 
out a  corresponding  increase  in  consumption. 
The  price  of  this  kind  of  over-imported  goods 
would  go  down.  A  slight  fall  would,  in  our  times 
of  keen  competition,  attract  buyers  from  abroad, 
and  the  superfluous  quantity  of  the  imported  goods 
would  soon  begin  to  leave  the  country,  continuing 
to  do  so  until  the  level  of  the  supply,  and  con- 
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sequently  of  the  price,  had  been  resumed.  This  is 
exactly  what  would  happen  to  coin,  with  this  only 
difference,  that  the  discrepancy  in  the  value  of 
coin  here  and  abroad  would  act  more  quickly,  and 
the  return  of  the  gold  to  the  market  whence  it  came 
would  be  so  much  prompter  and  less  influenced  by 
the  cost  of  re- shipment  and  insurance. 

But  it  seems  natural  to  raise  the  following 
objection  to  these  conclusions.  '  A  large  quantity 
of  goods — say  coffee — might  be  suddenly  imported 
into  a  market,  without  lowering  the  price  of  coffee 
in  that  market,  if  there  is  a  great,  or  at  least  a 
corresponding  demand,  which  need  not  imply 
great  consumption.  In  the  same  way  coin  may  be 
imported  into  a  country  without  going  down  in 
value,  on  condition  that  there  is  a  strongly-felt 
demand  for  money.'  We  use  the  word  '  money ' 
here  expressly,  because  the  above  objection  would 
only  be  raised  by  some  one  whose  ideas  about 
financial  and  economic  matters  had  been  muddled 
by  the  word  'money.'  It  is  easy  to  show  the 
fallaciousness  of  the  objection.  What  is  popularly 
called  '  a  want  of  money '  is  not  the  want  of  coin. 
Those  who  require  '  money  '  and  will  gladly  accept 
coin,  do  not  consume  it  nor  leave  it  in  their  strong 
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boxes,  but  they  want  it  to  exchange  it  against 
something  else  or  to  pay  a  debt.  In  the  first 
place,  it  is  self-evident  that  it  was  not  coin  they 
required,  but  goods ;  and  in  the  second  case,  the 
creditor  who  expects  to  receive  the  coin  does  not 
consume  it,  but  wants  it  to  buy  something  with  or 
to  invest  it.  In  either  case,  the  coin  purchases 
some  kind  of  goods,  and  it  was  actually  goods  the 
creditor  wanted. 

The  demand  for  '  money  '  is  therefore  actually 
a  demand  for  capital,  and  many  things  may  be 
capital,  but  coin  regarded  as  coin  cannot,  because 
it  is  not  consumed  in  a  production.  To  the 
dentist,  the  goldsmith,  the  photographer,  coin 
may  be  capital  when  it  is  consumed  by  them. 
The  people  who  want  capital  but  say  that  they 
want  money,  and  try  to  get  coin,  would  be  just  as 
well  served  and  just  as  well  satisfied,  if  they  ob- 
tained the  capital  directly,  instead  of  first  receiving 
coin  and  then  changing  it  into  capital.  But  in 
most  countries  the  supply  of  capital  is  so  hampered 
and  the  trade  in  credit  so  restricted,  that  the  idea 
of  obtaining  capital  without  first  receiving  coin 
comes  into  few  people's  heads,  and  the  result  is 
that  the   trading  classes  all  over  the  world  are. 
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to  use  their  own  expression,  in  a  chronic  state  of 
'  want  of  money.'  It  is  therefore  evident  that  a 
country  may  be  choked  full  of  coin — that  is  to  say, 
may  contain  its  full  complement,  which  in  fact 
every  market  always  does — and  at  the  same  time 
the  supply  of  credit  and  capital  may  be  terribly 
inadequate,  thanks  to  bad  laws  and  bad  institu- 
tions. But  this  would  not  prevent  the  people  from 
demanding  a  further  supply  of  coin.  It  is  then 
only  natural  that  the  imported  coin  should  go 
down  in  value,  because  the  want  of  it  was  only 
illusory,  and  what  the  people  needed  was  a  very 
different  thing,  namely,  other  goods  or  capital. 

If,  therefore,  coin  is  imported  into  a  country 
in  an  extra  quantity,  it  is  bound  to  go  down  in 
value  and  therefore  returns  quickly  whence  it 
came.  The  rates  of  exchange  confirm  this  in  so 
striking  and  minute  a  manner,  that  the  sensitive 
way  in  which  they  constantly  keep  changing  is  to 
tlie  experienced  business  man,  who  works  with 
foreign  countries,  a  complete  proof  of  the  impossi- 
bility of  disturbing,  even  to  the  smallest  extent, 
the  level  of  the  world's  coin-supply. 

The  fluctuations  of  the  rates  of  exchange  demon- 
strate every  day,  every  hour  almost,  the  economic 
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law  which  says  that  every  market  has  the  exact  supply 
of  coin  which  it  can  carry ^  and  that  it  is  beyond 
the  power  of  government,  beyond  human  power 
altogether — except  by  violence — to  suspend  the 
natural  consequences  of  this  law.  If  by  any  forci- 
ble means,  or  by  the  varying  incidents  of  commerce, 
the  level  of  the  supply  of  coin  should  tend  to  be 
disturbed  so  that  one  market  would  have  more 
and  another  less  than  is  natural  to  it,  there  would 
at  once  be  a  rise  in  the  price  of  coin,  or — which 
is  the  same — a  general  fall  in  the  prices  of  all  other 
goods,  in  the  market  where  the  coin  threatens  to 
become  too  scarce ;  and  the  opposite  effect  would 
be  produced  in  the  market  where  it  tends  to  be 
too  plentiful. 

The  price  fluctuation  affects  not  only  goods 
as  distinct  from  coin,  but  even  the  value  of  coin 
compared  with  coin,  so  that  a  foreign  coin  which 
contains  the  same  alloy  and  has  the  same  weight 
as  a  native  one  may,  through  the  varying  of  the 
rates  of  exchange,  have  to  be  sold  for  less  or  may 
fetch  a  higher  price  than  the  native  coin.  In 
these  times,  when  thousands  of  keen  business  men 
are  constantly  watching  for  opportunities  to  make 
profits,  the  fluctuations  of  the  international   ex- 
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changes,  as  well  as  of  the  prices  of  goods  in 
general,  seldom  become  excessive,  because  the  re- 
action from  each  variation  sets  in  so  very  rapidly. 
Wherever  goods  or  coin  are  sold  under  their  uni- 
versal market  value,  they  are  at  once  picked  up 
and  sent  to  those  markets  where  they  are  scarce. 
Thus  the  natural  level  is  maintained  all  over  the 
world. 

But  to  the  non-commercial  reader  it  may  be 
interesting  to  see  how  the  rates  of  exchange  act 
as  inexorable  regulators  of  the  universal  coin- 
level.  If  a  forcible  transfer  from  one  country  to 
another  of  a  considerable  amount  of  coin,  or 
of  those  precious  metals  of  which  coin  is  made, 
were  contemplated,  the  real  metallic  coin  would 
be  shipped  only  in  very  exceptional  cases.  If,  for 
example,  an  amount  corresponding  to  one  hundred 
thousand  pounds  were  to  be  sent  from  Hamburg  to 
London  without  any  countervailing  shipments  in 
goods,  the  sender  in  Hamburg  would  buy  on  the 
Exchanf^e  there  drafts  on  London  amountinoc  to 
one  hundred  thousand  pounds,  at  the  best  rate  of 
exchange  obtainable.  The  price  he  would  have 
to  pay  for  these  hundred  thousand  pounds  in 
drafts  would  depend  on  the  supply  of  drafts  on 
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England  and  on  the  demand  by  people  who,  like 
himself,  had  remittances  to  make  to  England.  If 
the  supply  and  demand  were  average  before  the 
sender  came  on  the  Hamburg  Exchange,  the 
hundred  thousand  pounds  he  is  looking  out  for 
would  intensify  the  demand,  harden  the  market, 
and  encourage  the  sellers  to  ask  for  a  higher 
price.  The  rate  of  exchange  on  London  would 
rise.  This  rise  in  the  Exchange  would  affect  all 
business  with  England ;  would-be  importers  of 
English  goods  to  Hamburg  would  at  once  con- 
sider that,  through  the  rise  in  the  rates  of  ex- 
change, their  goods  would  cost  them  more  than 
an  hour  before,  and  the  least  eager  ones  would 
reduce  or  postpone  their  orders. 

The  exporters  of  Hamburg  goods  to  England 
would,  on  the  contrar}^  take  into  consideration  that 
by  the  risen  rate  of  exchange  they  could  now 
obtain  a  higher  price  for  the  drafts  in  pounds  ster- 
ling, which  they  could  draw  if  they  exported,  than 
they  could  an  hour  earlier,  and  this  would  decide 
the  more  eager  ones  to  ship  their  goods.  Now  what 
is  the  result  of  all  this  ?  The  shipment  of  goods 
from  England  to  Hamburg  has  lessened,  the  ship- 
ment of  goods  from  Hamburg  to  England  has  in- 
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creased,  tlie  hundred  thousand  pounds  which  our 
sender  wanted  to  go  to  London,  and  which  was  re- 
presented in  the  draft  he  remits,  have  actually 
gone  from  Hamburg  to  London  in  the  shape  of 
goods. 

Thus  all  intended  remittances  of  coin  from  one 
country  to  another  generally  resolve  themselves, 
through  the  action  of  the  rates  of  exchange,  into 
shipments  of  goods.  Should  too  high  a  rate  of  ex- 
change be  demanded  the  coin  may  be  actually  sent, 
but  this  happens  more  and  more  seldom,  because 
in  all  business  centres  there  are  firms  which  carry 
on  a  kind  of  business  often  called  arbitration. 
They  are  always  on  the  look-out  to  sell  drafts  on  any 
foreign  place  when  the  exchange  becomes  favour- 
able to  them,  and  the  competition  between  these 
firms,  which  are  generally  satisfied  with  a  very  small 
profit,  say  i  per  cent.,  prevents  the  exchange  from 
rising  high  even  in  the  face  of  sudden  and  large 
demands. 

The  trade  balance  which  arises  between  two 
countries  is  not  settled  by  shipment  of  coin  as  might 
be  supposed,  because  the  variations  of  the  rates  of 
exchange  at  once  begin  to  check  the  import  in  the 
one  country  and  the  export  in  the  other,  until  the 
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level   is  again  established.     This  will  be  evident 
from  another  example. 

Let  us  suppose  that  France  exported  more 
goods  to  England  than  England  exported  to  France, 
and  that,  for  the  moment,  the  other  markets  were 
neutral  factors.  The  result  would,  of  course,  be 
that  sellers  of  drafts  on  France  (or  francs),  would 
be  able  to  obtain  a  good  price  for  their  drafts, 
because  the  great  import  of  French  goods  would 
have  to  be  paid  for,  and  exporters  with  few 
drafts  to  offer  would  have  only  a  small  supply 
to  meet  a  great  demand.  The  sellers  of  francs 
would  consequently  raise  their  price,  that  is,  the 
rate  of  exchange  on  France  would  go  up.  If  the 
value  of  francs  were  to  rise  very  much  in  England, 
it  would  pay  the  importer  of  French  goods  to  send 
English  coin  to  France  to  be  melted  and  sold  as 
metal.  The  cost  of  transport  and  of  re-coining 
the  gold  may  therefore  be  said  to  be  the  limit  of 
the  fluctuations  of  the  rates.  But  long  before  any 
such  limit  is  reached,  the  reaction  which  the  rates 
produce  has  re-established  the  level,  because  for 
each  fraction  that  the  rate  of  exchange  on  France 
goes  up,  the  import  from  that  country  becomes  less 
profitable,  and  export  thither  more  profitable  ;  the 
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disproportion  in  the  two  branches  of  commerce 
with  which  they  started  would  thus  be  destroyed 
and  the  balance  restored.  We  find  then  that  it  is 
not  only  the  forcible  shifting  of  coin  from  one 
market  to  another  which  causes  the  rates  of  ex- 
changes to  fluctuate,  and  thereby  produces  the  re- 
actions described,  but  that  even  a  slight  tendency 
towards  disturbing  the  level  of  the  international 
coin-supply  suffices  to  set  the  rate  to  work  and 
prevent  any  actual  movement  in  coin  or  precious 
metals. 

Large  quantities  of  coin,  or  coin-metal,  can  be 
imported  into  a  country  without  affecting  prices,  if 
they  are  employed  in  such  way  as  to  be  kept  out 
of  commerce,  the  Mint,  and  the  banks.  For  ex- 
ample, if  they  were  melted  for  the  purpose  of  con- 
structing a  gold  or  silver  statue,  and  for  other 
ornamental  purposes.  The  effect  of  the  transfer  in 
that  case  would  be  limited  to  the  market  or  mar- 
kets whence  the  precious  metal  or  coin  w^as  taken, 
in  so  far  that  it  would  tend  to  lower  the  prices  of 
all  other  goods. 

But  if  coin,  or  coin-metal,  is  imported  and 
allowed  to  flow  into  the  usual  channels  of  commerce, 
the  rise  in  prices  and  in  the  cost  of  production,  as 
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described,  is  inevitable.  Thougli  this  is  proved 
by  the  variations  of  the  rates  of  exchange,  it  may- 
be satisfactory  to  our  readers  to  take  a  glance  at 
the  ways  in  which  this  rise  of  prices  and  its  con- 
sequences come  about. 

We  will  suppose  a  market  in  a  normal  state — 
say  London.  Mr.  Smith,  from  Australia,  settles 
in  this  normal  market  and  brings  with  him  his 
vfhole  fortune  in  gold,  which  he  has  accidentally 
found  in  Australia.  His  fortune  is  not  of  the 
slightest  use  to  him  so  long  as  it  remains  gold.  He 
has  to  get  rid  of  the  gold  as  soon  as  possible,  in 
order  to  secure  an  income  from  his  possession. 
Moreover  he  dreads  robbers.  He  takes  it  to  the 
bank,  or  he  has  it  coined  and  pays  the  sovereigns 
into  the  bank. 

This  increases  the  metallic  cash  of  the  bank, 
and,  as  it  is  the  interest  of  the  bank  to  keep  its 
metallic  cash  as  low  as  it  dare,  this  abnormal 
influx  of  gold  induces  the  manager  to  grant  more 
liberal  credits,  and  thus,  in  its .  turn,  the  bank  at 
once  gets  rid  of  the  gold.  The  people  who  have 
obtained  the  extra  credit  from  the  bank  may  draw 
the  amounts  in  gold,  but  they  draw  as  little  as 
they  can,  and  whatever  they  draw  they  spend  at 
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once.  They  buy  goods  or  services,  and  as  any 
amount  paid  for  the  latter  finally  resolves  itself 
into  an  expenditure  for  goods,  we  need  only 
consider  the  former,  that  is  the  purchase  of 
goods.  These  purchases  might  have  for  object 
either  consumption  or  production :  in  either  case, 
a  certain  quantity  of  goods  is  taken  out  of  the 
market — that  is  to  say,  from  out  of  the  stock,  that 
stock  which  is  held  for  sale.  The  extra  demand 
for  goods  which  has  thus  arisen  tends  to  harden 
prices,  and  when  the  habitual  holders  find  that 
their  stock  is  smaller,  and  the  demand  better,  they 
become  anxious  to  replenish  their  stock,  even  by 
paying  a  higher  price  for  the  goods.  All  those 
they  buy  from  are  influenced  in  the  same  way,  and 
thus  the  tendency  of  the  rise  in  prices  spreads  all 
over  the  market  like  the  ripple  on  a  cahn  sea. 

We  have  only  noticed  certain  and  inevitable 
consequences,  but  there  are  a  host  of  incidental 
ones,  all  of  which  tend  to  send  up  prices. 

Thus  the  extended  facility  for  credit  might 
cause  the  enterprising  business  man  to  take  a  san- 
guine view  of  the  state  of  trade,  and  to  strain  all 
his  resources  and  all  his  credit  in  order  to  extend 
his  business  or  his  production,  whereby   greater 
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voids  would  be  caused  in  the  goods  market,  and  a 
greater  number  of  bands  would  be  employed  at 
higher  wages,  which  again  would  increase  consump- 
tion. The  habitual  holders  of  goods,  finding  that 
there  is  a  rise  in  the  market,  may  conclude  that 
a  yet  greater  rise  is  at  hand,  and  secure  large 
quantities  of  goods  in  order  to  take  advantage 
of  it ;  and  this  would  give  a  strong  impulse  to 
the  rise. 

In  the  mean  time,  we  see  that  nobody  wants  to 
keep  the  gold,  and  that,  with  the  exception  of  some 
few  hoarders  among  a  million,  everybod}^  is  anxious 
to  get  rid  of  it  as  soon  as  possible.  Thus  it  soon 
reappears  in  the  bank  and  encourages  the  granting 
of  more  credits,  that  is,  new  causes  for  a  rise  in 
prices.  But  this  is  not  all.  The  abundance  of 
gold  appears  to  every  individual  so  much  greater 
than  it  really  is,  because  it  circulates  so  rapidly 
from  hand  to  hand,  and  it  is  a  well-known  fact 
that,  wherever  large  quantities  of  gold  are  handled, 
there  arises  a  tendency  to  lavishness  in  personal 
expenditure  ;  this  tendency  is  powerfully  stimulated 
when  trade  is  good  and  profits  are  easy.  It  is  no 
wonder,  then,  that  the  extra  gold  which  Mr.  Smith 
has  brought  with  him  from  Australia  has  caused  a 


INCREASE   OF  COIN  73 

wave  of  enhanced  prices  which  will  more  or  less 
affect  the  whole  country  before  it  goes  abroad. 

The  effect  of  this  general  rise  in  prices  is  two- 
fold :  it  makes  production  dearer,  and  causes  the 
import  of  foreign  goods  to  be  more  profitable. 
Export  thus  becomes  less  and  import  greater,  and 
so  there  remains  a  balance  due  to  foreign  countries 
which  is  paid  in  the  extra  gold  which  Mr.  Smith 
brought  into  the  market.  When  we  say  that  the 
gold  goes  abroad,  this  does  not  imply  that  in  all 
cases  the  gold  would  be  actually  shipped  in  return, 
but,  what  is  more  usual  and  what  is  more  likely  to 
happen,  that  the  normal  import  of  gold  from  the 
gold-producing  countries  becomes  less  until  the 
quantity  which  Mr.  Smith  brought  into  the  market 
is  balanced.  We  thus  find  that,  whether  we  look 
minutely  into  the  actual  process  by  which  forcibly 
imported  gold  finds  its  way  back,  or  whether  we 
rely  on  those  immutable  witnesses,  the  rates  of 
exchange,  the  increase  of  the  normal  supply  of  coin 
in  a  market  is  an  economic  impossibility,  and 
that  the  economic  truth  that  each  market  has 
sufficient,  may  be  well  considered  as  proved. 

It  is  of  course  impossible  to  express  in  figures 
the  amount  of  coin  that  is  natural  to  a  market. 
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though  with  the  mass  of  evidence  before  us,  we 
cannot  doubt  that  it  is  very  strictly  limited.  It 
depends  on  many  circumstances,  such  as  the  size 
of  the  market,  its  population,  its  wealth,  its  govern- 
ment, and  above  all,  the'  supply  of  other  mediums 
of  exchange  besides  coin.  Any  change  in  the  con- 
dition of  a  market  will  naturally  affect  its  capacity 
for  holding  coin.  A  discovery  of  mineral  wealth, 
the  presence  of  men  of  great  commercial  ability, 
treaties  of  commerce,  the  abolition  of  hampering 
legislation — all  these  may  tend  to  increase  the 
normal  circulation  of  coin.  But  misfortunes  and 
commercial  disasters  may  produce  temporarily  the 
same  effect.  A  crisis  causing  banks  to  fail,  shak- 
ing the  general  credit,  and  thus  destroying  a  great 
number  of  mediums  of  exchange  other  than  coin, 
compels  a  prompt  increase  in  the  circulating  coin 
as  the  only  means  of  re-establishing  prosperity. 
During  the  great  commercial  crises  which,  since 
1844,  have  caused  the  Bank  Act  to  be  suspended^ 
the  quantity  of  coin  and  coin-notes — that  is  Bank 
of  England  notes — in  the  London  market  was  pro- 
bably larger  in  proportion  to  the  business  done 
than  during  any  other  period. 
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GOVERNMENT  PREJUDICES  AND  THEIR  CONSEQUENCES 

The  tendency  of  gold  to  take  its  level  in  all  the 
markets  of  the  world  will  be  seen  operating  in  the 
distribution  of  gold  from  the  gold-mining  districts. 
There,  where  a  rich  gold  mine  is  situated,  the  gold 
is  cheaper,  and  the  average  price  of  other  goods 
dearer,  than  in  any  other  place  in  the  world.  Were 
fliis  not  the  case  the  gold  would  not  leave  the  pit- 
mouth,  because  if  it  were  as  dear  there  as  in 
London  it  could  not  bear  the  expenses  of  freight, 
insurance,  and  commissions  which  its  shipment 
involves.  Other  goods  must  be  dearer  there  than 
anywhere  else,  because  the  value-measurer  by 
which  their  price  is  determined  is  cheaper  than 
anywhere  else.  It  is  this  low  price  of  gold  and 
high  price  of  goods  which  causes  the  gold  to  stream 
out  and  the  goods  to  stream  in.  As  to  the  ways 
in  which  this  operates,  it  suffices  to  remember  that 
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where  men  can  earn  a  large  amount  by  digging  for 
gold,  they  will  do  no  work  which  is  less  paid,  and 
any  production  attempted  near  a  rich  gold  mine 
will  be  the  dearest  production  in  the  world. 

We  find  then  that  the  production  and  export 
of  other  goods  than  gold  are  prevented  or  lessened 
by  the  gold  coming  out  of  the  ground  in  the  gold- 
mining  districts,  just  as  production  and  export  of 
goods  are  reduced  by  the  presence  of  imported 
gold  in  any  other  district.  It  is  therefore  evident 
that  the  efforts  of  a  patriotic  government  should  be 
directed  towards  the  use  of  other  mediums  of  ex- 
change than  gold,  and  to  reduce  it  in  the  market 
to  that  minimum  which  is  consistent  with  safety 
and  expediency. 

This  can  best  be  done  by  encouraging  other 
mediums  of  exchange.  From  what  we  have  said, 
it  should  be  clear  that  the  sanguine  expectations 
which  have  been  raised  by  the  discovery  of  gold  in 
Wales  are  based  on  fallacious  opinions,  and  that  of 
all  the  minerals  we  may  discover  in  this  country 
gold  will  benefit  us  the  least.  If  the  whole  of 
Snowdon  were  found  to  be  one  vast  nugget  of 
gold,  it  would  probably  demoralise  and  destroy 
England  as  a  nation,  would  benefit  us  much  less 
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than  the  removal  of  those  restrictions  on   credit 
from  which  our  country  now  suffers. 

The  baneful  influence  of  the  importation  of 
gold  on  Empires  of  the  past  may  be  traced  in 
history,  though  perhaps  not  sufficiently  noticed  by 
historians.  When  the  centre  of  the  Eoman  Empire 
became  saturated  with  the  gold  drawn  by  taxes 
from  all  the  conquered  countries,  productive  labour 
and  healthy  industry  decayed.  The  people  became 
divided  into  two  classes,  those  who  spent  gold  in 
the  gratification  of  their  taste  for  luxury,  enjoy- 
ment, and  vice ;  those  who  ministered  meekly  to 
such  tastes.  The  result  could  only  be  that  fear- 
ful corruption  which  made  the  Eoman  Empire  an 
easy  prey  to  barbarians. 

Before  Spain  had  acquired  its  gold  and  silver 
producing  colonies  in  America,  it  was  the  leading 
country  in  industry,  art,  and  commerce ;  but  when 
these  precious  metals  began  to  pour  in  from 
America,  a  change  for  the  worse  set  in.  The  gold 
which  was  landed  in  Spain  had  to  find  its  level  in 
all  the  European  markets.  The  excessive  supply 
in  Spain  made  it  cheap  there,  everything  else  dear. 
Spanish  products  became  too  expensive  to  be 
imported,  even  to  be  consumed  in  the  country,  and 
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import  of  foreign  goods  received  an  enormous 
impulse.  Other  countries,  such  as  France,  Ger- 
many, Holland,  and  England,  with  their  small 
supply  of  gold  and  consequent  low  prices  of  pro- 
duction, found  wealthy  and  willing  customers  in 
Spain,  and  had  thus  the  strongest  inducement  to 
practise  those  Spanish  industries  which  now  began 
to  decay. 

Eecent  historical  events  supply  some  striking 
illustrations  of  the  evil  consequence  of  importing 
coin.     Prince  Bismarck,  like  many  of  the  old  school 
of   politicians,   is   not   aware    that   everything   is 
wealth  except  coin,  which  only  represents  it.     He 
hoped  to  enrich  Germany  and  to  weaken  France 
by  the  milliards  he  exacted  as  war  indemnity  in 
1871.     The  large  quantity  of  gold  expected  from 
France   he   intended  to  use  for   many   purposes, 
among  others  for  the  introduction  of  a  new  gold 
coinage.     But  when  the  remittances  from  France 
began  to  arrive  they  were  not  in  gold,  but  mostly 
in  drafts  on  German  commercial  firms  and  drafts 
from  France  or  foreign  firms  and  banks.      As  the 
remittances  continued  the  proportion  of  gold  they 
contained    became    less    and   that   of    drafts    on 
Germany  larger  ;   finally,  when   Prince  Bismarck 
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wanted  the  gold  for  his  new  coinage  he  had  to  buy 
in  the  Bank  of  England,  out  of  which  transaction 
the  tendencies  of  a  panic  arose  which  many  still 
remember. 

To  those  who  are  wedded  to  the  old-fashioned 
fallacies  about  gold  and  wealth,  it  ought  to  seem 
strange  that  the  Germans,  after  receiving  hundreds 
of  millions  sterling  from  France,  should  have  to 
buy  what  gold  \l\ey  wanted  for  coinage  out  of  the 
small  stock  kept  by  the  Bank  of  England. 

What  happened  to  France  and  Germany  with 
regard  to  the  war  indemnity  was  this.  When  the 
first  remittances  arrived  the  Berlin  rate  of  exchange 
in  Paris  was  excessively  high,  as  the  French  govern- 
ment had  come  upon  the  market  for  drafts,  and  the 
Paris  rate  of  exchange  on  Berlin  was  low  in  com- 
parison. All  exporters  of  German  goods  to  France, 
finding  that  they  got  a  very  low  price  for  the 
francs  in  wliich  their  goods  were  paid  for  in  Paris, 
and  that  this  deprived  them  of  their  profit,  a  great 
number  ceased  to  send  goods  to  France  at  all.  But 
the  importers  of  French  goods  into  Germany,  find- 
ing on  the  contrary,  that  they  could  buy  francs 
extremely  cheaply,  had  an  extra  profit  on  their 
importations   without   paying   an   extra   price    to 
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their  suppliers  in  France,  and  thus  increased  the 
imports  from  France  to  the  utmost. 

In  the  mean  time  the  demand  for  French  and 
all  other  foreign  goods  in  Germany  became  intense. 
The  government  did  not  keep  the  drafts  and  gold 
received  from  France.  The  uses  for  the  newly 
acquired  treasure  were  manifold.  Heavy  debts 
contracted  during  the  war  had  to  be  met ;  war- 
material  had  to  be  renewed  ;  the  artillery  had  to 
be  reconstructed ;  pensions  and  large  national 
rewards  had  to  be  paid  to  officers  and  officials, 
including  the  lower  grades. 

All  the  government  departments,  all  the  re- 
ceivers of  national  rewards,  all  the  enriched  con- 
tractors, were  spending  coin  wildly.  The  demand 
for  all  kinds  of  goods  became  intense,  and  every- 
body in  trade  realised  large  profits,  and  consumed 
and  spent  in  proportion.  The  price  of  all  real 
property  rose  quickly ;  the  proprietors,  finding 
themselves  suddenly  rich,  increased  their  consump- 
tion. A  large  amount  of  capital  was  in  search  of 
investment,  an  immense  crop  of  companies  grew 
up,  all  demanding  goods  for  building  purposes  and 
for  reproduction,  counting  on  the  continuance  of 
the  inflated  state  of  trade.     The  working  classes 
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received  higher  wages,  not  to  work  for  the  export 
traders,  but  for  the  enormous  demand  for  goods  at 
home.  The  whole  of  Germany  was  thus  a  focus  of 
consumption.  It  could  be  carried  on  without 
disaster  for  a  time,  because  France  was  supplying 
all  the  imports  and  making  good  the  gigantic 
waste — in  fact,  Germany  was  feverishly  engaged  in 
eating  up  the  milliards  which  Prince  Bismarck  had 
intended  as  a  basis  of  future  German  prosperity. 

Such  was  the  famous  Griinderzeit  in  Germany. 
It  was  very  pleasant  so  long  as  it  lasted.  But  it 
only  lasted  until  the  final  remittance  of  the  war 
indemnity  had  arrived  from  France  and  was  spent. 
The  import  for  a  little  while  went  on  as  briskly  as 
ever,  for  in  Germany,  as  here,  commercial  men 
have  a  lofty  disdain  for  Political  Economy,  and 
sometimes  have  to  pay  for  it. 

When  the  last  of  these  excessive  imports  had 
to  be  remitted  for,  the  exchange  on  Paris  had 
again  righted  itself  and  the  price  of  francs  was  no 
longer  cheap.  The  German  importers  had  to  com- 
pete for  drafts  on  foreign  places  in  order  to  pay  for 
the  imports,  and  as  the  immense  source  of  capital 
in  Paris  on  which  the  Germans  had  drawn  ceased 
to  yield,  the  rates  of  exchange  on  all  foreign  places 
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went  up  in  Germany;    the'  German  banks  which 
had   assumed   lavish    habits    towards    their   cus- 
tomers, no  longer  being  replenished  by  government 
funds,  had  to  depend  entirely  on  drafts  paid  in  by 
German  exporters  in  order  to  balance  their  accounts 
abroad  ;  as  the  export  had  collapsed  such  drafts 
were  scarce,  and  the  German  banks  were  chary 
of  supplying  drafts  on  foreign  places  to  the  im- 
porters except  for  coin.     This  naturally  produced 
a  great  demand  for  it  all  over  the  country  :  con- 
sequently the  rise  in  prices  was  checked,  and  the 
fall  began.     The  ruined  state  of  the  German  ex- 
port trade  prevented  it  for  a  long  time  from  mak- 
ing up  for  the  collapsed  remittances  from  France, 
and  the  consumption  in  Germany  fell  off  rapidly. 
The  mass  of  foolish   undertakings  by  companies 
and  others  had  started  with  such  heavy  expenses 
and  had  wasted  so  much  capital  that  dividends  were 
out  of  the   question.     Many  of  these  enterprises 
came  to  grief,  the  shareholders  lost  their  capital, 
and  they,  too,  had  to  restrict  their   consumption. 
The  working  classes  were  thrown  out  of  employ- 
ment in  very  large  numbers,  and  had  to  live  on  next 
to  nothing.     Prices  of  all  real  property  fell  below 
the  point  at  which  they  stood  before  the  Griinderzeit, 
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and  that  great  commercial  crisis  set  in  which  is 
known  as  '  the  Crash.' 

The  German  export  trade,  and  with  it  the  Ger- 
man industries,  had  received  a  tremendous  blow, 
and  fully  ten  years  after  they  had  not  recovered. 
What  recovery  there  was  sprang  from  such  ex- 
cessively low  wages  and  such  excessively  small 
profits  as  only  a  nation  driven  to  desperation 
could  submit  to.  As  to  the  German  Empire  and 
the  kingdom  of  Prussia  themselves,  they  have  since 
the  war  entered  upon  a  course  of  huge  State  loans, 
and  if  Germany  has  not  soon  recourse  to  an  im- 
proved economic  system,  it  is  to  be  feared  the  new 
Empire  will  be  shipwrecked  on  the  rock  of  bank- 
ruptcy. 

And  what  was  the  effect  of  the  war  indemnity 
on  France  ?  It  was  this.  The  French  industries 
and  producers  experienced  an  unprecedented  de- 
mand for  their  goods  at  high  prices,  and  trade  in 
France  was  never  better  than  during  the  period  of 
the  payment  of  the  war  indemnity.  New  ex- 
periences were  gained,  new  works  established,  im- 
proved machinery  was  introduced,  and  the  founda- 
tions of  thousands  of  fortunes  were  laid. 

Thus  by  ignoring  Political  Economy  Germany 
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was  deprived  of  tlie  rewards  of  victory,  while 
defeated  France  was  largely  assisted  in  paying  off 
her  debt. 

All  large  transfers,  or  attempts  at  transfers  of 
gold  from  one  country  to  another  have  proved 
a  curse  to  the  receiving  country.  Yet  it  is  a 
common  occurrence  that  the  Minister  of  Finance 
of  a  foreign  State,  finding  that  the  resources  of  his 
country  are  undeveloped  and  that  the  inhabitants 
are  poor  and  short  of  work — in  reality  the  con- 
sequence of  legislative  restrictions  on  commerce, 
industry,  and  banking — comes  to  what  he  deems 
no  doubt  the  wise  conclusion  that  the  country  is 
short  of  capital,  that  capital  is  money,  and  money 
is  coin ;  and  so  he  proposes  a  foreign  loan,  which 
is  generally  accepted  with  acclamation. 

London  has  been  the  place  where  the  bulk  of 
such  loans  has  been  raised,  and  we  know  by  expe- 
rience that  very  little  of  the  capital  thus  lent  by 
England  leaves  this  country  in  the  shape  of  gold. 
What  we  send  out  in  return  for  interest-bearing 
bonds  of  foreign  States  are  English  goods.  The  ex- 
planation we  have  given  of  the  rates  of  exchange 
shows  that  this  could  not  be  otherwise,  because 
every  attempt  to  send  coin  would  resolve  itself  into 
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the  shipment  of  goods.  Iii  a  small  treatise  on  Free 
Trade  by  the  late  Mr.  Mongredien,  published  by 
the  Cobden  Club,  statistics  are  given  which  clearly 
demonstrate  that  the  extra  export  from  England 
during  the  years  in  which  foreign  loans  had  been 
granted  by  this  country  tallied  exactly  with  the 
amounts  of  such  loans. 

Almost  every  considerable  international  transac- 
tion in  coin  thus  confirms  the  economic  axiom  that 
every  market  has  sufficient  coin. 

This  axiom,  however,  is  far  from  being  recog- 
nised by  the  governments  of  the  world,  and  hence 
a  mass  of  mistakes  with  the  most  serious  conse- 
quences to  humanity.  Instead  of  facilitating 
healthy  and  rational  mediums  of  exchange,  the 
presence  of  which  would  considerably  reduce  the 
demand  for  the  use  of  coin,  they  adhere  to  the  old 
fallacy  of  the  trade-balance,  and  maintain  a  host  of 
obsolete  laws  all  of  which  have  the  futile  object  of 
retaining  more  gold  than  possible  in  the  country. 

All  protectionist  enactments  presuppose  that 
coin  alone  is  wealth  and  foreign  goods  are  not 
wealth,  and  that  if  import  can  be  lessened  and  ex- 
port be  increased  the  country  will  be  better  off. 
Governments  thus  try  to  enrich  their  people  by  com- 
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pelling  them  to  give  to  foreign  countries  very  large 
quantities  of  the  product  of  their  labour  for  a  small 
quantity  of  the  product  of  foreign  labour.  It  is  this 
blindness  to  an  evident  truth  that  causes  the  dis- 
graceful protective  system  in  some  of  our  Colonies 
— a  system  established  by  a  ring  of  unscrupulous 
politicians  and  selfish  and  short-sighted  manufac- 
turers which  ruins  all  the  natural  industries,  espe- 
cially farming,  and  impoverishes  all  the  working 
people  in  some  of  our  Colonies,  destined  by  nature 
to  enjoy  extraordinary  prosperity.  The  Sugar 
Bounty  system  is  an  outcome  of  the  same  mistake. 
The  enormous  amount  of  foreign  loans  which, 
though  they  momentarily  benefit  England,  are  yet 
a  curse  to  humanity  and  especially  to  the  nations 
that  obtain  them,  are  a  result  of  the  same  cause. 

If  statesmen  and  parliaments  can  only  be  taught 
that  in  the  first  place  they  cannot,  by  artificial 
means,  increase  the  quantity  of  the  circulating 
coin ;  and,  secondly,  that  the  importation  of  a  large 
quantity  of  coin  is  a  source  of  ruin,  they  would  soon 
perceive  the  folly  of  all  their  anti-economic  enact- 
ments, and  these  formidable  causes  of  poverty  and 
misery  would  soon  disappear. 
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CHAPTER  VII 

THE    IMPORTANCE    OF   CREDIT 

In  the  remote  past,  when  other  mediums  of  ex- 
change than  coin  were  introduced,  the  economic 
law  which  we  have  dealt  with  in  the  preceding 
chapter — that  it  is  impossible  to  increase  the 
quantity  of  circulating  coin  by  importation — was 
as  immutable  as  it  is  now,  thouc^h  its  actions  were 
slow  owing  to  the  insignificance  of  business  rela- 
tions and  exchanges,  difficulty  of  communication, 
and  a  primitive  state  of  things  in  general. 

In  one  way  the  barbarous  condition  of  the 
people  furthered  the  introduction  of  a  medium  of 
exchange,  which  has  been  and  is  still  one  of  the 
most  important  in  the  world,  namely,  current 
accounts.  Eobbers,  pirates,  absence  of  roads,  and 
defective  navigation,  &c.,  made  the  transmission  of 
coin  extremely  dangerous,  and  it  was  found  far 
more  convenient  to  send  the  goods  from  one  place 
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to  another,  and  not  to  receive  the  payment  in  coin, 
but  to  await  a  return-envoi  of  goods. 

At  first  no  doubt  the  differences  were  brought 
in  coin,  but  the  custom  of  keeping  current  ac- 
counts between  merchants  living  at  a  distance 
from  each  other  is  a  very  old  one.  Such  accounts 
may  run  for  short  or  long  periods,  and  numbers 
of  them  have  been  running  for  generations  without 
any  remittances  of  coin.  The  same  method  is  still 
kept  up  all  over  the  civilised  world,  and  our  whole 
import  and  export  trades  are  cleared  in  this  way, 
with  the  exception  of  rare  and  small  shipments  of 
gold  or  coin. 

But  the  use  of  accounts  current  as  mediums 
of  exchange  is,  for  obvious  reasons,  limited  to 
such  cases  in  which  the  contracting  parties  have 
a  certain  commercial  standing,  and  are  known 
to  each  other  as  honest  and  trustworthy.  In 
the  incomparably  more  numerous  cases  in  which 
buyers  and  sellers  were  not  known  to  each  other, 
current  accounts  were  impossible,  because  the 
contracting  parties  dared  not  accord  each  other 
credit.  All  the  large  number  of  transactions 
between  people  who  did  not  know  each  other, 
or  between  people  who  had   scant   credit  when 
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they  were  known,  between  people  who  could  not 
afford  to  spare  capital  enough  to  grant  credit  to 
tlieir  customers — all  such  transactions  always  had 
to  be  accomplished  by  the  passing  of  metallic  coin 
if  no  method  had  been  devised  by  which  to  secure 
to  all  these  classes  of  people  some  way  of  using 
credit  instead  of  coin. 

Such  a  method  was  found  in  indirect  credit. 
A  man  who  had  not  enousfh  credit  where  he 
wanted  it,  contracted  with  the  man  who  had.  A 
man  desiring  to  travel  on  business,  and  perhaps  to 
buy  goods,  in  places  where  he  was  unknown,  be- 
cause of  the  danger  of  carrying  a  large  amount  of 
coin  with  him,  or  perhaps  because  he  could  not 
raise  all  the  coin  he  required,  would  go  to  a 
wealthy  man  well  known  in  the  places  he  intended 
to  visit,  and  ask  him  for  drafts  on  his  friends  in 
those  places.  These  drafts  were  only  payable  to 
the  traveller  himself  and  of  no  value  to  robbers. 
On  arrival  at  his  respective  destinations  he  could 
either  get  the  goods  he  wanted  or  the  coin  from 
the  people  on  whom  the  drafts  were  drawn  with 
which  to  purchase  them.  Thus  trade  in  credit,  or 
indirect  credit,  arose. 

Though  a  considerable  amount  was  cleared  by 
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indirect  credit,  without  the  use  of  coin,  there  re- 
mained a  far  larger  amount  of  business  transac- 
tions in  which  coin  could  not  be  dispensed  with. 
A  man  wanted,  for  instance,  a  lot  of  goods  which 
seemed  to  him  advantageous,  but  the  seller  could 
not  afford  to  part  with  them  except  against  cash, 
or  he  did  not  know  the  buyer  sufficiently  well  to 
trust  him.  The  buyer,  though  a  man  of  good 
standing,  might  not  have  the  cash  handy,  and  in 
order  to  accomplish  his  purpose,  he  went  to  some 
wealthy  man  and  borrowed  the  coin.  As  the 
bargain  secured  the  buyer  a  good  profit  he  could 
well  afford,  and  was  quite  willing,  to  pay  interest, 
discount,  or  commission  to  him  who  supplied 
him  with  the  coin.  As  such  transactions  became 
more  general,  money-lending  developed  into  a 
business,  and  the  same  people  who  carried  on 
the  trade  of  money-lenders  often  at  the  same 
time  dealt  in  credit.     Thus  banking  arose. 

As  long  as  the  banker  had  to  limit  the  loans  he 
granted  in  coin  to  the  extent  of  his  own  fortune, 
his  turn-over  and  his  profits  were  small  while  his 
charges  had  to  be  high.  The  history  of  every 
country  bristles  with  examples  of  the  animosity 
aroused  by  the  exorbitant  charges  of  money-lenders. 
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and  a  mass  of  enactments  were  passed  by  govern- 
ments to  restrict  usury  and  fix  a  legal  rate  of 
interest. 

Such  State-socialistic  interference  in  times  gone 
by  produced  exactly  the  same  results  as  our 
modern  State-socialistic  enactments  do :  they  in- 
creased the  evil  they  were  intended  to  remedy, 
and  made  matters  worse  for  those  they  intended  to 
protect.  It  is  natural  that  when  a  legal  interest 
was  fixed  which  did  not  apply  to  all  the  risks,  the 
business  of  money-lending  should  not  pay  if  carried 
on  according  to  law.  All  sorts  of  subterfuges  were 
consequently  adopted,  the  trade  became  so  disre- 
putable as  to  cause  respectable  people  to  withdraw 
from  it,  and  when  the  money-lending  business  was 
entirely  in  the  hands  of  the  Shylocks,  matters 
reached  such  a  state  that  high-minded  merchants 
often  refused  to  charge  any  interest  at  all,  and 
to  do  so  was  denounced  by  preachers  as  a  deadly 
sin. 

Such  a  state  of  affairs  was,  of  course,  a  curse  to 
society,  as  it  prevented  enterprising  men  and  em- 
ployers of  labour  from  extending  their  activity 
beyond  the  capacity  of  their  own  capital.  Those 
who  had  to  borrow  coin  were  obliged  to  submit  to 
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the  expensive  subterfuges  of  tlie  Sliylocks  from 
whose  net,  once  caught,  there  was  little  chance  of 
escape.  It  is  a  well-known  fact  that  the  most  tell- 
ing blow  ever  dealt  at  usury  was  the  repeal  of  the 
Acts  which  were  intended  to  suppress  it. 

By-and-by  a  new  development  of  banking 
allowed  of  the  bankers  charging  a  moderate 
interest,  and  of  yet  realising  a  good  profit.  Wealthy 
people  and  others  who  had  considerable  stocks  of 
coin  to  spare,  dreading  the  risk  of  keeping  their 
treasure  at  home,  found  it  convenient  to  entrust  it 
to  the  bankers,  who  took  good  care  to  have  safe 
places  for  its  storage.  The  stock  of  coin  at  the 
bankers  thus  accumulated,  and  when  they  found 
that  the  daily  drawings  of  their  customers  were 
nearly  balanced  by  fresh  deposits,  they  used,  with- 
out any  risk  to  themselves,  and  without  any  in- 
convenience to  their  clients,  the  large  stock  of  coin 
which  remained  unclaimed  in  their  safes.  They 
therefore  lent  this  coin  and  kept  the  interest  as 
their  own  profit. 

Thus  bankers  became  the  mediators  between 
those  who  had  coin  to  spare  and  those  who  w^anted 
it.  As  the  coin  was  acquired  and  deposited  with 
the  object  of  storing  capital,  and  was  borrowed 
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from  tlie  bankers  by  their  customers  with  the 
object,  in  some  cases,  of  increasing  the  capital  of 
their  business  or  production,  the  bankers  thus  early 
became  the  mediators  between  capital  and  labour 
as  well,  though  they  did  not  handle  the  capital 
itself,  but  only  its  representative,  coin.  The  deposit 
business  was  so  profitable  to  the  bankers  that  at 
length  they  began  to  pay  a  small  interest  on  the 
amounts  entrusted  to  them,  and  thereby  increased 
materially  the  in-flow  of  capital,  as  well  as  the 
services  they  rendered  to  labour,  by  sometimes 
serving  customers  who  were  employers  of  labour. 

While  the  bankers  impelled  the  circulation  of 
the  coin  which  existed  in  the  country  by  receiving 
deposits  and  granting  loans,  they  also  facilitated  the 
business  by  extending  their  trade  in  pure  credit, 
which  they  created  in  several  ways.  We  liave 
already  mentioned  the  selling  of  drafts  on  other 
places,  and  drafts,  especially  on  the  Continent, 
gradually  became  important  credit-instruments  of 
far  wider  application  than  current  accounts. 

Payments  were  often  made  in  drafts,  which 
frequently  circulated  through  many  hands  in  the 
same  way  as  coin  before  they  became  due  for  pay- 
ment.    By  means  of  these  drafts  credit  was  created 
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in  exact  proportion   to  the    capital  to  be  trans- 
ferred. 

An  example  will  illustrate  tliis.  If  a  merchant 
in  Venice  desiring  to  sell  a  cargo  of  goods  to  a  mer- 
chant in  Marseilles  were  unable  to  spare  the  capital 
during  the  long  term  a  sailing  ship  took  in  a  voyage 
to  Marseilles,  he  could  arrange  with  a  banker  in 
Marseilles  to  draw  for  the  whole  amount  on  him, 
say  at  three  months.  Drafts  on  a  well-known 
banker  were  easily  negotiable  in  Venice,  especially 
if  the  credit  allowed  by  the  Marseilles  banker  were 
confirmed  by  letter.  The  merchant,  then,  would 
sell  his  draft  to  the  Venice  banker,  pay  for  his 
cargo,  and  thus  re-enter  into  the  disposal  of  his 
capital,  ready  to  renew  the  transaction  at  once. 
The  Marseilles  banker  would  accept  the  draft  and 
charge  the  Venice  merchant  with  a  commission  for 
doing  so.  While  the  draft  was  circulating,  or 
awaiting  maturity  in  the  portfolios  of  some  banker, 
the  cargo  of  goods  would  arrive  in  Marseilles,  be 
sold,  and  the  amount  paid  in  to  the  Marseilles 
banker,  who  would  thus  be  in  possession  of  the  coin 
before  the  draft  was  due.  Thus  the  credit  created 
by  the  acceptance  of  the  Marseilles  banker  would 
have  been   the   means  by   which   a   considerable 
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transfer  of  capital  from  hand  to  hand  would  have 
been  effected,  and  the  draft  would  have  been  the 
credit-instrument  called  into  existence  for  the  pur- 
pose, to  die  when  its  work  was  done. 

The  promissory  note  was  another  credit-instru- 
ment which  was  early  adopted  and  which  has  re- 
mained in  use  up  till  now.  It  probably  originated 
as  a  bond  for  a  debt,  but  being  endorsed  by  one 
bearer  in  favour  of  another,  or  being  made  out  from 
the  beginning  to  the  bearer,  it  could  be  used  and 
was  used  as  a  medium  of  exchange  in  the  same 
way  as  coin. 

It  was  the  promissory  note  which  demonstrated 
more  clearly  than  any  other  credit-instrument  be- 
fore the  bank-note  that  coin  could  be  replaced  in 
its  capacity  of  a  medium  of  exchange  while  it  was 
retained  as  a  value-measurer.  It  was  found  that 
accounts  could  l)e  settled  with  the  promissory  notes 
of  trustworthy  people  just  as  weU  as,  if  not  better, 
than  with  coin.  In  districts  where  division  of 
labour  had  opportunities  of  extending,  but  where 
coin  was  scarce  and  the  education  of  the  inhabi- 
tants not  advanced  enough  to  work  business  with 
accounts  alone,  small  promissory  notes  circulated 
very   widely  and  for   long   periods,  and   without 
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coming  back  to  be  exchanged  for  coin.  In  modern 
times  the  I  0  U's  of  traders  in  thinly-populated 
and  poor  districts  have  been  used  to  settle  the 
accounts  from  sheer  want  of  change,  and  such 
I  0  U's  have  remained  for  years  in  circulation  in 
the  neighbourhood,  and  have  even  been  found  in 
the  secret  places  of  hoarders. 

Such  experiences  naturally  suggested  the  use 
of  bank-notes. 

By  the  introduction  of  bank-notes  an  excellent 
way  was  found  for  extending  considerably  co-opera- 
tion by  exchanges — that  is  to  say,  business — with- 
out increasing  the  circulating  coin.  The  banker 
created  credit  by  the  issuing  of  notes,  and  held 
this  credit  at  the  disposal  of  those  who  required  it 
and  deserved  it  at  a  cheap  rate  and  yet  with  good 
profit  to  himself.  When  we  come  to  treat  of  note- 
issuing  free  from  State  interference,  we  shall  see 
that  these  advantages,  though  of  great  importance 
in  themselves,  are  not  the  only  ones,  nor  perhaps 
the  most  important,  which  a  community  might 
derive  from  note-issuing. 

The  receipts  of  the  London  goldsmiths  were 
the  pioneers  of  bank-notes  in  England.  Before  the 
establishment  of  the  Bank  of  England,  these  gold- 
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smiths  acted  as  tlie  bankers  of  the  city.  Their 
banking  business  grew  naturally  out  of  their 
jewellery  business.  Their  skill  in  testing  metal 
made  them  the  keenest  buyers  of  foreign  and 
debased  coin  of  all  descriptions,  and  the  valuers  of 
plate,  ornaments,  and  objects  made  of  precious 
metals.  Their  business  compelled  them  to  keep 
spacious  safes  and  strong-rooms  of  which  the 
wealthy  classes  willingly  availed  themselves  for  the 
storage  of  their  valuables  as  well  as  their  coin. 

With  such  good  security  in  their  hands  the 
jewellers  could  without  risk  make  advances  to  the 
proprietors  of  the  valuables,  and  thus  became 
money  lenders.  Those  of  their  customers  who  had 
deposited  their  coin  with  the  goldsmiths,  or  who 
had  obtained  a  credit  on  the  strength  of  their 
pledges,  found  it  convenient  to  make  their  payments 
either  with  the  receipts  of  the  goldsmiths  which 
they  transferred  or  with  drafts  on  them,  that  is  to 
say,  a  letter  requesting  the  goldsmiths  to  pay  the 
bearer  so  much. 

The  experience  of  the  goldsmiths  was  that  the 
receipts  circulated  in  the  same  way  as  coin,  and 
that  they  were  presented  for  payment  in  only  a 
small  proportion  to  their  number.    When  therefore 
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they  wanted  to  oblige  a  customer  who  was  in  want 
of  capital,  and  their  stock  of  coin  was  low,  they 
lent  him  a  fictitious  receipt  which  served  the 
customer  just  as  well.  As  the  banker  charged  the 
same  interest  for  lending  his  receipts  as  for  lending 
coin,  this  new  form  of  business  proved  very  profit- 
able, and  the  goldsmiths  naturally  circulated  as 
many  receipts  as  possible.  In  fact,  they  created 
credit  and  lent  it  to  those  who  needed  it,  and  these 
used  it  exactly  as  they  would  have  used  coin. 

Experience  taught  the  goldsmiths,  as  it  tells  all 
issuing  bankers,  that  there  was  a  limit  to  their  issue 
which  could  not  be  exceeded,  and  their  natural 
instinct  of  self-preservation  caused  them  to  avoid 
over-issue — that  is,  to  refrain  from  the  issue  of 
more  receipts  than  the  trade  of  London  could  use : 
for  if  they  did  go  beyond  their  limit  their  receipts 
were  at  once  presented  for  payment  in  larger 
quantities  than  the  goldsmiths  found  it  convenient 
to  redeem. 

Eeckless  issue  would  have  meant  instantaneous 
bankruptcy  to  the  goldsmiths,  and  this  perhaps 
while  in  possession  of  wealth  which,  though  con- 
siderable, might  not  be  available  at  a  moment's 
notice.     It  stands  to  reason  that  any  man  who  had 


IMPOETANCE   OF   CEEDIT  99 

sense  enough  to  work  up  such  a  business  would 
not  commit  so  senseless  an  action  as  to  ruin  himself 
by  over-issue.  There  were  in  fact  very  few  failures 
among  the  goldsmiths ;  those  which  did  happen 
were  not  important  enough  to  in  any  way  under- 
mine their  popularity,  and,  when  a  failure  occurred 
among  them,  it  was  not  due  to  over-issue  but  to 
over-lending. 

The  services  these  issuing  goldsmiths  rendered 
to  the  city  of  London  and  to  British  trade  and 
shipping,  at  a  time  when  it  assumed  its  supremacy 
over  otlier  large  ports  in  the  world,  cannot  be  ex- 
aggerated. They  enabled  a  very  large  business  to 
be  carried  on  without  the  constant  attempt  to 
overfill  the  market  with  gold  from  abroad.  London 
industries  were  thus  enabled  to  flourish  and  expand 
side  by  side  with  the  larger  commerce.  The 
damage  done  to  the  London  trade  and  industry 
was  very  great  when  these  useful,  prudent,  and 
active  creators  of  credit  were  sacrificed  to  the  Baal 
of  monopoly. 


H  2 
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CHAPTER  VIII 

SIR  ROBERT   PEEL's   MISTAKE 

When  the  Bank  of  England  was  founded  the 
issuing  business  of  the  goldsmiths  had  acquired 
a  considerable  extension.  Their  large  profits,  and 
the  jealousy  these  inspired,  no  doubt  had  a  great 
deal  to  do  with  the  establishment  of  Bank  monopoly 
in  this  country.  The  price  the  government  obtained 
for  the  monopoly  was  a  large  and  perpetual  loan, 
which  formed,  so  to  say,  the  commercial  capital 
of  the  Bank. 

The  various  motives  which  led  to  the  compact 
we  need  not  review  here.  The  whole  affair  was 
a  huge  mistake,  but  there  is  no  occasion  to  detract 
from  the  praise  which  has  been  lavished  upon  the 
founders  of  the  Bank  of  England,  for  they,  no 
doubt,  had  the  best  intentions  of  beinj?  useful  to 
the  country,  and  their  excuse  must  be  that  they 
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did  not  know  what  they  were  about.  They  had  a 
splendid  opportunity  of  establishing  a  large  model 
bank  in  a  place  offering  an  enormous  scope  for  it, 
on  a  principle  that  would  have  allowed  it  to  extend 
with  the  circumstances ;  a  pivot  round  which  a 
free  and  healthy  banking  system  might  have  func- 
tioned. 

But  this  was,  perhaps,  not  to  be  expected  in 
those  days,  when  sound  economic  theories  were 
unknown,  and  when  a  government  monopoly  was 
regarded  as  the  sine  qud  non  of  every  important 
undertaking.  How  the  Bank  of  England  was 
established,  how  the  charters  were  renewed,  how 
mistakes  after  mistakes  were  committed,  all  these 
facts  have  been  related  over  and  over  again,  and 
need  not  be  referred  to.  We  are  not  dealing  with 
the  history  of  events,  but  rather  with  the  history 
of  progressing  ideas  and  acquired  experiences. 

The  history  of  a  monopoly  bank  can  have  little 
interest  for  economists,  and  though  discussions, 
enactments,  reforms,  the  merits  of  rival  methods, 
in  connection  with  the  Bank  of  England,  form  a 
huge  literature,  it,  however,  moves  and  has  its 
being  exclusively  within  the  narrow  limits  of  the 
peculiar  and   artificial  circumstances   created  by 
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monopoly  legislation,  and  finds  no  application 
when  matters  are  regarded  from  an  unprejudiced 
point  of  view.  To  most  writers  on  English  finance 
and  banking,  the  Bank  charters  are  laws  of  nature, 
and  the  Bank  of  England  a  part  of  the  scheme  of 
creation.  No  wonder  then  that  their  writings  are 
to  sound  Political  Economy  what  alchemistry  is  to 
chemistry. 

Here  we  shall,  therefore,  only  note  that  the 
present  system  of  bank  monopoly  which  prevails 
in  this  country  originated  in  the  foundation  of  the 
Bank  of  England  in  1693,  and  was  last  renewed, 
with  a  slight  concession  in  favour  of  Joint-Stock 
Banks,  but  unfortunately  with  considerable  ad- 
ditional encroachments  on  the  freedom  of  note- 
issuing,  as  recently  as  1844.  Thus,  during  two 
centuries  everything  has  expanded,  improved, 
developed ;  but  in  the  all-important  matter  of 
banking — the  vital  mechanism  for  the  supply  of 
capital  to  labour — we  are  guided  by,  and  tied 
down  to,  the  miserable  errors  and  prejudices  of 
our  ancestors  of  two  hundred  years  ago. 

What  we  have  to  examine  is  the  character  of 
this  system,  and  how  it  accomplishes  those  im- 
portant  functions  which  may  be  reasonably  ex- 
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pected  of  the  banking  system  of  so  vast  a  com- 
mercial Empire  as  ours. 

The  Act  of  1844  puts  no  restriction  on  any 
form  of  banking  except  note-issuing.  The  most 
beneficial,  the  most  efficient,  and  the  most  appli- 
cable of  all  credit-instruments,  the  pioneers  of 
civilisation  and  prosperity — ^bank-notes — are  for- 
bidden in  Great  Britain  in  any  quantity  exceeding 
that  which  existed  forty-five  years  ago.  The 
Bank  of  England  is  allowed  to  issue  notes  to  the 
extent  of  fifteen  millions  sterling  above  its  reserve 
stock  of  precious  metals.  This  arbitrary  amount 
is  based  on  the  sum  owed  by  the  government  to 
the  Bank.  Why  it  is  so,  and  what  connection 
there  could  possibly  be  between  this  debt  of  the 
State  to  the  Bank  and  the  want  of  notes  in  the 
English  market,  are  mysteries  which  no  sane  man 
can  fathom.  No  economic  or  financial  reason 
can  be  given.  The  arrangement  is  one  of  pure  ex- 
pediency; a  bombastic  trick  intended  to  convey 
the  impression  that  the  framers  of  this  Bank  Act 
had  mastered  the  most  hidden  secrets  of  finance. 

That  this  fixing  of  these  uncovered  notes — that 
is,  notes  issued  above  the  reserve  stock  of  precious 
metal — is  entirely  devoid  of  sense  and  innocent  of 
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all  logic,  is  evident  from  the  fact  that  if  this 
amount  of  notes  had  to  stand  in  any  sensible 
relation  to  the  business  they  were  intended  to 
facilitate,  the  quantity  should  have  been  determined 
on  the  sliding-scale  principle,  as  business  expands 
constantly.  Since  the  promulgation  of  the  Bank 
Act  the  export  and  import  of  Great  Britain  have 
increased  more  than  600  per  cent.,  and  if  the 
uncovered  notes  of  the  Bank  of  England  were 
supposed  to  be  of  any  use  at  all  to  business,  their 
amount  must  have  been  enormously  too  large  in 
1844,  if  it  was  considered  sufficient  for  the 
probable  growth  of  commerce  during  the  whole 
term  of  the  charter. 

The  only  reasonable  explanation  for  regulating 
the  uncovered  note-issue  on  the  debt  of  the  State 
to  the  Bank  seems  to  be  that  the  authors  of  the 
Act  looked  upon  such  uncovered  notes  as  a  great 
nuisance.  But  as  the  State  was  not  prepared  to 
pay  its  debt  there  was  no  escape  from  allowing 
the  circulation  of  this  nuisance  at  least  up  to  the 
amount  of  the  debt.  Had  the  note-issue  been 
fixed  before,  and  the  debt  contracted  afterwards, 
some  excuse  for  the  relation  between  the  two 
might  at  least  have  appeared  possible ;  but  as  the 
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contrary  was  the  case  it  is  a  perfectly  hopeless 
task  to  look  for  any  reasonable  ground  for  the 
stipulation. 

Besides  this  uncovered  amount  of  fifteen  mil- 
lions, the  Bank  of  England  is  magnanimously  per- 
mitted to  issue  notes  for  any  quantity  of  gold  and 
silver  stored  in  the  issue  department.  These  notes 
are  consequently  equal  to  warrants,  or  warehoused 
gold,  and  it  is  not  much  of  a  privilege  to  be 
allowed  to  use  such  warrants  when  the  gold  is 
actually  deposited.  The  Bank  also  has  the  right 
to  increase  its  uncovered  issue  with  the  amount  of 
the  issue  of  any  private  bank  which  surrenders 
its  right. 

From  this  we  must  conclude  that  the  amount 
of  notes  in  the  country  which  was  stereotyped  by 
the  Act  of  1844  must  have  been  considered  an  ex- 
tremely nicely  calculated  amount,  exactly  respond- 
ing to  the  requirements  of  the  country,  whatever 
development  might  take  place  in  its  business — a 
wonderful  calculation  indeed !  This  clause  in  the 
Act  tempts  one  to  arrive  at  the  contradictory  con- 
clusion to  that  which  we  drew  from  the  clause 
limiting  the  uncovered  notes  to  fifteen  millions. 
For,  if  the   authors   of  the   Bank  Act   were   so 
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anxious  that  any  lapsed  issue  of  private  banks 
should  be  made  good  by  an  increase  in  the  issue 
of  the  Bank  of  England,  it  is  impossible  that  they 
should  have  looked  upon  the  notes  as  mere  nui- 
sances. 

No  new  note-issuing  bank  is  allowed  to  be 
established,  but  all  those  which  were  in  existence 
in  1844  were  allowed  to  continue  their  issue,  but 
not  to  increase  their  circulation  above  that  at 
about  the  time  of  the  passing  of  the  Bank  Act. 
This  clause  means  that  if  in  a  district  there  existed 
several  note-issuing  banks  in  1844,  it  was  a  good 
thing  that  they  should  go  on  existing,  however 
much  the  trade  there  might  decline ;  and  that  in 
a  new  district  which  has  developed  ever  so  great  a 
commercial  activity  since  1844,  it  is  good  that 
there  should  be  no  issuing  banks  at  all.  Accord- 
ing to  the  authors  and  defenders  of  this  Bank  Act, 
what  is  good  for  one  place  is  bad  for  another. 

It  also  seems  taken  for  granted  that  it  was  a 
very  good  thing  for  the  banks  to  increase  their 
issue  up  to  1844,  but  that  to  increase  it  after  that 
mystic  date  was  so  perilous  to  the  country,  that, 
to  prevent  it,  the  sacred  individual  liberty  had  to 
be  infringed. 
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No  notes  under  five  pounds  are  allowed  to  be 
issued  at  all.  This  clause  suggests  the  idea  that 
the  authors  of  the  Bank  Act  were  anxious  that  the 
wear  and  tear  of  the  circulating  gold  coin  should 
be  as  large  as  possible,  or  that  they  were  afraid 
that  banking  should  become  such  a  paying  busi- 
ness that  it  might  be  extended  to  the  poor  and 
make  them  too  well  off  and  too  independent ;  for 
the  one-pound  note  in  Scotland  was  known  to 
contribute  largely  to  the  prosperity  of  the  people. 
Why  a  five-pound  note  should  be  useful  and  a 
four-pound  note  be  harmful,  nobody  has  ever 
known,  no  one  is  ever  likely  to  know,  not  even  the 
defenders  of  this  wonderful  Bank  Act. 

Such  are  the  leading  features  of  the  Bank  Act 
which  at  present  disgraces  the  Statute  Books  of 
the  greatest  commercial  Empire  of  the  world. 

We  have  here  pointed  out  the  glaring  want  of 
logic,  system,  consistency,  and  respect  for  economic 
truth  which  characterises  the  Bank  Act,  in  the 
hope  of  encouraging  its  present  defenders  to  look 
into  it  and  try  to  say  a  single  word  in  its  defence. 
But  our  object  has  not  been  to  attack  Sir  Eobert 
Peel,  to  whom  its  introduction  was  largely  due. 
He   could   do,  when   he   advocated   it,   what   its 
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defenders  cannot  do  to-day — give  reasons  for  its 
now  obsolete  clauses.  And  if  these  reasons  in  our 
days  show  themselves  to  be  so  many  fallacies,  Sir 
Eobert  is  not  so  much  to  be  blamed,  because  he 
was  naturally  the  exponent  of  the  prejudices  of 
his  age. 

It  is  only  just  to  give  here  some  of  Sir  Eobert 
Peel's  motives,  which  we  feel  all  the  more  inclined 
to  do  as  we  have  never  found  any  present  defenders 
of  the  Bank  Act  attempt  to  explain  them. 

Sir  Eobert  Peel  was  right  in  some  things; 
wrong  in  others.  He  was  right  in  perceiving  that 
the  country  suffered  enormously  from  the  fabrica- 
tion of  paper-money  which  was  going  on  in  the  issu- 
ing banks,  and  from  the  excessive  cost  of  production 
and  the  high  cost  of  living  which  resulted  from  the 
continuous  and  strenuous  efforts  to  over-fill  the 
country  with  paper-money.  People  who  wanted  to 
manufacture  goods  for  export  could  not  compete 
with  the  issuing  bankers,  who  had  plenty  of  margin 
so  long  as  the  general  indebtedness  could  be  ex- 
tended ;  for  the  overflowing  a  country  with  paper- 
money,  which  has  the  same  effect  on  the  market  as 
gold,  is  to  place  the  country  in  the  same  position  as 
a  gold-mining  district.     There  nothing  pays,  as  we 
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have  shown  in  Chapter  VI.,  except  gold-mining, 
and  in  a  paper-money  manufacturing  country,  the 
producers  have  no  chance  to  compete  with  those 
who  make  paper-money  by  the  cheap  agency  of  the 
printing  press. 

All  this,  no  doubt,  Sir  Eobert  Peel  saw  in  his 
own  way,  and  his  first  concern  was  to  raise  coin  to 
its  natural  value,  which  had  been  lowered  by  the 
concurrent  circulation  of  paper-money ;  for  only 
when  this  raising  of  the  value  of  coin  had  been  ac- 
complished could  the  cost  of  production  in  England 
be  in  practical  proportion  to  that  abroad. 

He  also  saw  that  the  over-issuing  of  the 
bankers  engendered  a  tendency  to  spurious  busi- 
ness, general  indebtedness,  a  total  expulsion  of  all 
the  metallic  coin  from  tlie  kingdom,  and  in  due 
time  a  consequent  general  catastrophe.  He  was 
convinced  that  if  the  country  did  not  go  entirely 
to  ruin,  it  would  be  harassed  by  short  periods  of 
over-issue,  always  ending  in  disasters. 

The  question  was,  how  to  put  a  stop  to  the 
deluge  of  paper-money,  and  bring  prices  to  a 
normal  condition  which  would  allow  of  healthy 
production  and  export,  and  at  the  same  time  ob- 
viate the  approaching  collapse. 
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He  was  confronted  by  a  Gordian  knot.  To 
untie  it  was  not  in  his  power — in  no  man's  power 
in  those  days ;  and  so  he  cut  it. 

Hence  the  arbitrary  regulations  and  restric- 
tions. The  paper-money  was  the  cause,  and  he 
forbade  its  increase.  He  looked  upon  the  existing 
private  notes  as  an  evil,  but  counted  on  the  in- 
creasing business  of  the  country  to  correct  the 
proportion  between  the  circulating  notes  and  the 
actual  want  of  them.  He  wished  to  prevent  the 
Bank  of  England  from  over-issuing,  and  pinned  it 
down,  as  to  uncovered  notes,  to  the  stij)ulated 
millions,  caring  little  for  either  system  or  theories. 

One  great  object  he  had  in  view,  and  this  he 
accomplished.  By  leaving  all  the  banks  the 
volume  of  issue  they  had  attained  to,  he  warded 
off  their  opposition,  and  induced  the  Scotch  banks 
to  part  with  their  freedom  by  flaunting  the  bait  of 
a  practical  monopoly  before  their  eyes.  He  saw 
the  inconvenience  of  transporting  large  quantities 
of  metals,  and  allowed  the  notes  of  the  Bank  of 
England  to  increase  to  any  extent,  so  long  as  the 
Bank  kept  a  corresponding  sum  of  precious  metals 
in  their  cellars,  because  in  this  way  the  extended 
issue  would  not  drive  the  gold  out  of  the  country 
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but  into  the  vaults  of  the  Bank,  whence  it  could 
quickly  reappear  in  case  of  a  gold  panic.  He  left 
the  Bank  effective  means  to  protect  its  gold,  for 
instance,  by  raising  its  rates  of  discount,  and,  from 
his  point  of  view,  he  imagined  that  he  had  estab- 
lished a  self-acting  check  on  over-trading. 

This  is  what  Sir  Eobert  Peel  saw,  and  what  he 
did.  We  shall  now  deal  with  what  he  did  not  see 
and  what  he  ought  to  have  done. 

He  did  not  see  that  the  bank-note  might  be 
either  a  healthy,  useful,  wealth-producing  credit- 
instrument,  causing  none  of  the  evil  consequences 
of  an  increasing  quantity  of  circulating  coin,  and 
yet  doing  all  the  good  work  that  cheques  can  do  ; 
or  a  mischievous  piece  of  paper-money  with  none 
of  the  attributes  of  a  good  credit-instrument,  but 
l)ound  to  produce  all  the  pernicious  effects  of  im- 
ported coin  Avithout  the  advantages  of  increased 
capital. 

He  did  not  understand  that  the  usefulness  of  a 
credit-instrument  is  destroyed  in  exact  proportion 
as  it  is  subjected  to  State  control,  and  that  super- 
vised notes  do  not  affect  the  market  for  the  better 
in  the  way  credit-instruments  do,  for  the  simple 
reason  that  the  facility  with  which  they  circulate 
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under  government  control  outside  their  natural 
markets,  renders  them  to  all  intents  and  purposes 
coin.  He  did  not  see  that  notes,  thus  competing 
with  coin,  call  forth  none  of  the  healthy  and  useful 
banking  methods  which  free  credit-instruments 
compel,  but  would  simply  expel  from  the  country 
a  quantity  of  gold  exactly  corresponding  with 
their  own  aggregate.  Though,  to  us  now,  it  is 
evident,  he  does  not  seem  to  have  perceived  that 
if  the  mediums  of  exchange  are  to  be  increased  in 
a  country,  it  is  absurd  to  attempt  their  increase 
by  the  introduction  of  one  which  expels  another 
in  exact  proportion  to  its  own  quantity.  In  short, 
he  did  not  see  the  totally  different  nature  of  free 
notes  and  State  supervised  notes,  a  difference  which 
it  would  be  out  of  place  to  explain  here,  but  which 
will  be  fully  elucidated  in  a  later  chapter. 

In  1844,  Great  Britain  afforded  striking  illus- 
trations of  these  two  diametrically  opposed  bank- 
notes, namely  those  circulating  in  Scotland  and 
those  in  England.  Neither  of  them  were  extreme 
types  of  their  kind,  because  the  one  was  not 
absolutely  free,  and  the  other  was  imperfectly 
controlled.  They,  however,  effectively  tended  to- 
wards  opposite   results.     And  this  can  be  easily 
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explained.  Wlien  a  government  begins  to  interfere 
with  a  medium  of  exchange,  it  loses  at  once  some- 
thing of  its  effectiveness  and  usefulness,  and  this 
will  be  evident  if  we  suppose  that  government 
were  to  gradually  extend  its  supervision  of 
cheques. 

A  certain  amount  of  pernicious  supervision  can 
take  place  without  conferring  a  coin-nature  on  a 
credit-instrument.  But  when  government  interfer- 
ence reaches  a  certain  point,  that  at  which  the 
credit-instrument  begins  to  circulate  outside  its 
own  market,  it  has  lost  its  nature  as  credit-instru- 
ment and  has  become  coin.  Now  just  before  the 
Bank  Act  of  1844,  though  State  interference  with 
the  notes  in  Scotland  had  reduced  their  usefulness, 
that  point  had  not  been  reached  at  which  it  gives 
them  a  coin-nature  or  makes  them  paper-money ; 
while  in  England,  on  the  other  hand,  State  interfer- 
ence with  note-issuing  had  reached  that  fatal  point, 
and  the  notes  of  the  private  banks,  as  well  as  those 
of  the  Bank  of  England,  were  doing  all  the  mischief 
of  paper-money  and  none  of  the  good  of  credit- 
instruments. 

The    results    of    course   were    very   different. 
While  in  England  periods  of  over-issue  and  panic 
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succeeded  each  other,  and  bank  failures  took  place 
in  alarming  numbers,  Scotland  steadily  progressed, 
bank  failures  were  scarcely  heard  of,  and  whatever 
financial  disturbance  that  country  experienced  was 
only  the  reaction  from  England.  While  now  it  is 
easily  seen  that  under  such  circumstances  things 
could  not  be  otherwise,  it  is  surprising  to  find  that 
the  difierent  effects  of  note-issuing  in  Scotland  and 
in  England  form  the  inexplicable  puzzle  they  do  to 
our  economists .  John  Stuart  Mill,  and  others,'  could 
explain  to  a  certain  extent  the  good  economic  effect 
of  freedom  in  Scotland,  and,  on  logical  grounds, 
favoured  such  freedom,  but,  on  the  ground  of  ex- 
perience, they  condemned  free  note-issuing  in 
England ;  and  Mill  dismisses  the  whole  subject 
with  the  farcical  conclusion  that  free  note-issuing 
is  very  good  north  of  the  Tweed  but  very  bad  south 
of  it. 

The  error  of  course  was  caused  by  taking 
for  granted  that  note-issuing  was  actually  free  in 
England,  while  in  reality  government  interference 
had  destroyed  the  usefulness  of  the  system.  In 
England  several  legal  formalities  were  required  to 
start  a  note-issuing  bank :  a  special  charter  was 
necessary,  the  amounts  of  the  notes  were  regulated 


SIR   EGBERT   PEEL'S   MISTAKE  115 

by  law,  certain  clauses  in  tlieir  tenor  were  forbidden, 
and  so  on.     These  regulations  in  themselves  were 
more  than  sufficient  to  give  the  notes  a  coin-prestige. 
Even  if  these  legal  stipulations  had  not  existed, 
it  would  have  been  absurd  to  say  that  note-issuing 
was  ever  free  in  this  country  after  the  establishment 
of  the  Bank  of  England  monopoly.     It  is  a  well- 
known  fact  that  the  financial  system  of  a  country 
takes  its  key-note  from  the  centre,  and  in  the  English 
centre  Monopoly   reigns   supreme.     The  territory 
of  sixty  miles  radius  round  the  Bank  of  England  is, 
geographically  speaking,  insignificant,  but  from  a 
financial  point  of  view  it  was  one  of  the  most  im- 
portant in  the  world.     Here,  where  healthy  issuing 
banking  should  have,  not  its  market,  but  its  origin, 
its  supply  of  capital,  its  encouragement,  and  gui- 
dance for  its  extension,  here  private  note-issuing 
was  entirely   forbidden  as   a   local  business,  and 
consequently  out  of  the  question  as  an  enterprise 
in  distant  places  for   the   investment  of  surplus 
capital.     Issuing  methods  fell   into  oblivion,  and 
the  word  banking  meant,  in  the  city,  deposit  bank- 
ing.    Nothing   was  more   natural   than   that   the 
provincial  banks  should  adopt  the  views  and  follow 
the  example  of  the  big  London  banks,  if  for  no 
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other  reason  than  the  advantage  of  working  in 
harmony  with  them,  and  of  leaning  on  them. 

The  provincial  banks  therefore  tended  to  develop 
only  as  deposit  banks,  and  when  their  notes,  in 
face  of  the  coin-prestige  which  government  inter- 
ference had  given  them  and  the  constant  demand 
for  coin  or  notes,  circulated  to  a  considerable 
extent  without  much  effort  on  the  part  of  the 
bankers,  these  never  exerted  themselves  to  study 
the  true  methods  of  note-issuing,  and  naturally 
concentrated  their  attention  on  the  development  of 
their  deposit  business.  It  is  evident  that,  had  there 
been  a  total  absence  of  government  interference, 
note-issuing  would  have  become  the  leading  feature 
of  banking  in  England  as  it  was  in  Scotland,  and 
that  competition  between  the  bankers  would  have 
compelled  them  to  adopt  the  methods  without 
which  free  note-issuing  cannot  succeed,  and  which 
render  banking  such  a  powerful  lever  for  the 
economic  and  social  elevation  of  a  nation,  as  we 
shall  prove  later  on. 

Sir  Eobert  Peel  therefore  had  two  different  ways 
in  which  to  accomplish  his  great  object.  He  might 
have  untied  the  Gordian  knot  without  cutting  it. 
To  forbid  the  further  issue  of  a  single   note   by 
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private  banks,  as  he  did,  was  one  way  of  damming 
up  tlie  deluge  of  paper-money.  But  there  was 
another  more  effective  one  still,  namely,  to  deprive 
the  notes  of  all  power  for  evil,  and  to  confer  upon 
them  immense  power  for  good. 

By  withdrawing  any  kind  of  State  interference 
with  banking  and  thus  leaving  it  entirely  free,  he 
would  at  one  stroke  have  deprived  the  English 
notes  of  their  mischievous  coin-nature,  and  trans- 
formed them  into  healthy  and  useful  credit-instru- 
ments ;  he  would  have  achieved  the  object  he 
aimed  at  in  a  far  more  radical  way  than  he  did, 
namely  the  re-establishment  of  a  more  natural  value 
of  coin,  and  prices  more  favourable  to  production 
and  export ;  and  he  would  have  done  this  without 
inflicting  on  the  British  nation  the  prohibition  of 
the  only  mediums  of  exchange  which  for  our 
circumstances  are  suitable  to  the  productive  trades, 
without  compelling  a  great  importation  of  coin  for 
each  small  development  in  business,  without  pre- 
venting co-operation  between  capital  and  labour 
by  obstructing  Free  Trade  in  Credit  and  Capital. 

Wlien,  for  the  sake  of  uniformity,  it  was 
resolved  to  extend  the  chief  clauses  of  the  Bank 
Act  to  Scotland,  it  might  have  been  expected  that 


118  FREE  TRADE   IN   CAPITAL 

it  would  dawn  on  Peel  and  his  colleagues  that 
freedom  had  in  that  country  accomplished  what 
he  proposed  to  accomplish  in  England.  He  would 
have  thus  avoided  a  series  of  barbarous,  arbitrary, 
and  illogical  prohibitions  and  limitations,  the  evil 
consequences  of  which  were  bound  to  affect  the 
country,  the  Empire,  and  the  whole  world,  and 
which  in  their  evolutions  will  be  felt  through  all 
time. 
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CHAPTEE  IX 

HOW    OUE   BANKING   SYSTEM   DIVORCES   CAPITAL 
AND    LABOUR 

Before  an  opinion  can  be  formed  as  to  whether 
our  banking  system  fulfils  well  or  ill  the  objects  of 
banking,  we  should  first  have  a  clear  idea  as  to 
what  those  objects  should  be.  Authors  who  say 
that  the  objects  of  banking  are  merely  to  store 
and  deal  in  '  money,'  no  doubt  find  that  our  system 
attains  this  object.  But  such  a  definition  of  the 
aims  of  banking  is  not  only  meaningless  but  mis- 
leading. 

The  definition  of  the  real  objects  of  perfect 
banking  should  be  based  on  the  consideration 
of  the  following  points  :  the  origin  of  banking ;  the 
circumstances  which  compelled  humanity  to  have 
recourse  to  it ;  the  good  it  has  accomplished  when 
applied  only  partially;  the  evils  which  arise  for 
want  of  it ;  and  the  benefits  which  it  can  be  shown. 
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by  induction,  it  is  capable  of  conferring  on  hu- 
manity. 

We  have  seen  that  the  exchanges  by  means 
of  which  our  civihsation  works,  and  by  means  of 
which  alone  prosperity  can  be  attained,  would  be 
extremely  hampered  if  they  were  to  be  worked 
directly  without  mediums  of  exchange  ;  that  direct 
credit,  such  as  current  accounts,  are  of  extremely 
limited  application ;  that  indirect  credit  is  abso- 
lutely necessary  in  every  society  where  the  eco- 
nomic activity  is  above  the  most  primitive  stage  ; 
and  that  the  supply  of  indirect  credit  is  banking. 

From  this  then  it  is  reasonable  to  conclude  that 
the  object  of  banking  is  to  facilitate  the  production 
of  wealth  by  the  supply  of  indirect  credit  as  a 
medium  of  exchange.  From  experience  we  know, 
that  as  circumstances  have  compelled  or  induced 
communities  to  have  recourse  to  indirect  credit  as 
a  medium  of  exchange,  so  their  prosperity  has 
advanced,  and  that  they  have  attained  to  a  volume 
of  business,  or — to  use  an  economic  term — an 
extension  of  the  division  of  labour,  which  would 
be  perfectly  impossible  without  that  medium  of 
exchange,  or  with  coin  alone. 

It  follows  from  this  that  for  a  certain  amount  of 
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prosperity  a  certain  amount  of  banking  accommo- 
dation is  indispensable.  From  both  experience  and 
theories  we  know  that  such  individuals  or  classes 
as  have  enjoyed  the  advantage  of  indirect  credit  as 
a  medium  of  exchange  have  been  much  benefited, 
and  that  such  individuals  and  classes  as  are  de- 
prived of  it,  and  whose  exchanges  and  co-operation 
are  limited  to  what  can  be  accomplished  with  that 
small  part  of  the  universally  coveted  coin  which 
they,  through  much  sacrifice,  can  secure,  have 
suffered  enormously ;  and  from  this  we  may  infer 
that  when  the  benefit  of  banking  is  extended 
to  the  masses  of  the  nation,  their  poverty  may  be 
changed  into  prosperity.  The  object  of  banking, 
then,  may  fairly  be  said  to  be,  to  supply  indirect 
credit  for  all  economically  sound  transactions  ac- 
cording to  demand  on  the  cheapest  possible  terms, 
and  with  the  use  of  the  smallest  amount  of  coin. 

For  the  sake  of  clearness  we  may  divide  this 
function  of  banking  into  two  parts  :  (1)  the  work- 
ing of  such  exchanges  as  will  transfer  capital  from 
those  who  possess  it,  and  credit  from  those  who 
can  create  it,  to  those  who  require  capital  for  use 
in  production  ;  (2)  the  working  of  exchanges  in 
general  without  the  use  of  coin. 
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The  first  function,  which  we  may  call  the  supply 
of  capital  to  labour,  is  of  immense  importance  in 
our  modern  society.  We  have  already  dwelt  on 
the  vital  part  capital  plays  in  production,  and 
how  ruinous  it  is  for  a  modern  worker  to  dispense 
with  it.  Work  under  such  circumstances,  if 
practicable  at  all,  would  not  be  production,  but 
consumption,  because  the  cost  of  living  would  by 
far  exceed  the  product  of  the  work.  We  also  know 
that  the  productiveness  of  work  depends  upon  the 
capital  employed  in  it,  and  that  those  with  little 
or  no  capital  find  it  more  advantageous  to  sell  their 
work  to  those  who  have  capital,  than  to  work  for 
their  own  account. 

It  is  in  human  nature  that  a  great  amount  of 
capital  and  the  desire  to  be  occupied  energetically 
in  a  business,  especially  a  productive  one,  seldom 
go  hand  in  hand.  People  who  are  very  well  off 
find  pleasanter  occupations  than  business,  healthier 
and  more  cheerful  places  than  offices,  mines,  and 
mills,  and  therefore  prefer  to  invest  their  capital 
and  let  others  make  it  fructify  for  them.  But  those 
who  have  anything  to  gain  in  life  through  work, 
who  wish  to  become  wealthy  instead  of  remaining 
poor,  whose  strong  desire  to  rise  in  life  has  caused 
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them  to  acquire  knowledge  and  experience,  tliey  are 
tlie  people  who  can  best  use  capital,  with  good 
results  to  themselves  and  the  community  at  large. 

If  we  ex  cept  some  few  cases  where  a  large  busi- 
ness has  been  inherited,  it  might  fairly  be  said  that 
the  bulk  of  the  nation's  capital  is  in  possession  of 
those  w^ho  cannot  and  do  not  wish  to  use  it  in  pro- 
ductive work,  and  that  the  great  majority  of  those 
who  could  best  use  capital  in  productive  work  do 
not  possess  it.  Even  those  who  work  a  business 
with  a  considerable  capital  can  generally  give  a 
larger  extension  to  their  operations  if  they  can  add 
tlie  capital  of  others  to  their  own,  and  would  not 
feel  safe  if  they  had  not  outside  capital  to  fall  back 
upon.  If  the  productive  work  of  this  nation  were 
limited  to  the  capital  in  possession  of  the  respon- 
sible leaders  of  the  work,  that  is  to  say,  the  em- 
ployers of  labour,  probably  nine-tenths  of  our 
working  classes  would  go  unemployed,  and  the 
people  would  perish  of  starvation.  That  function 
of  the  banks,  therefore,  which  consists  in  bringing 
about  co-operation  between  capital  and  labour,  is 
of  the  highest  importance. 

There  are  other  financial  mechanisms  by  which 
capital  and  labour  are  connected,  such  as  sleeping 
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partnerships,  which  are  not  very  frequent,  and 
limited  Uabihty  companies,  which  are  very  numerous. 
But  both  firms  with  sleeping  partners  and  limited 
liability  companies  generally  stand  in  need  of  as 
much  outside  capital  as  anybody  else.  The  latter 
owe  their  widespread  and  too  often  mischievous 
existence  to  our  present  banking  system,  as  we 
shall  show  when  we  come  to  speak  of  the  destruc- 
tion of  capital  resulting  from  the  Bank  Monopoly 
Act  of  1844.  Here  we  shall  only  notice  that  the 
benefits  which  labour  derives  from  limited  com- 
panies is  often  of  very  limited  duration,  and  that  to 
capital  liability  companies  often  ]Drove  disastrous. 
Limited  liability  companies  cannot  be  looked  upon 
as  adequately  connecting  capital  with  labour. 
Banks  alone,  then,  remain  the  chief  mediators  be- 
tween these  two  great  factors  in  production. 

We  shall  now  proceed  to  examine  how  our 
present  system  accomplishes  this  mediatory 
work. 

When  the  average  Englishman  speaks  of  bank- 
ing, he  means  deposit  banking.  We  have  in 
England  a  number  of  provincial  banks,  which 
by  the  Act  of  1844  hold  an  unjust,  arbitrary,  yet 
at  the  same  time  very  limited,  monopoly  of  issuing 
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bank-notes,  not  under  the  amount  of  five  pounds, 
fixed  by  Sir  Eobert  Peel's  crude  expediency. 
But  as  government  limitations  and  the  absence  of 
competition  have,  as  we  have  already  shown,  de- 
prived the  business  of  these  banks  of  all  the  charac- 
teristics of  note-issuing  banks,  and  as  their  deposit 
business  grows  constantly  while  their  issuing 
business  is  stereotyped  by  law,  note-issuing  is 
gradually  becoming  less  and  less  important  to  them. 
In  fact,  many  private  banks  have  renounced  their 
privilege  altogether. 

It  is  therefore  perfectly  correct  to  say  that  all 
English  banks  are  deposit  banks.  Not  being  what, 
for  instance,  the  French  hanquiers  are,  or  what  for 
any  better  name  we  will  call  discount  banks,  and  not 
being  note-issuing  banks,  their  interest  entirely 
consists  first  in  collecting  as  much  capital  as 
possible,  second  in  getting  as  high  interest,  with 
as  little  risk,  as  possible.  They  naturally  look  out 
for  wealthy  clients,  because  these  make  large 
deposits,  and  when  they  borrow  they  take  large 
loans  with  but  little  risk  to  the  lender.  The  banks 
are  quite  willing  to  accept  all  the  capital  which 
small  owners  and  struggling  tradesmen  are  willing 
to  deposit   with   them,  nay,  are  often   forced   to 


126  FEEE   TEADE   IN   CAPITAL 

deposit  with  tliem,  owing  to  the  absence  of  other 
safe  deposit  places,  and  the  need  of  having  cheques 
cashed.  As  depositors  all  are  welcome.  But  as 
borrowers  the  wealthy  have  the  preference  in  exact 
proportion  to  their  wealth.  There  is  no  excuse 
for  a  bank  manager,  under  our  present  system, 
accepting  a  worse  security  when  he  can  have  a 
better.  Besides,  the  plan  of  favouring  the  wealthy 
works  in  two  ways :  it  renders  the  business  safe, 
and  it  attracts  deposits,  for  a  rich  man  will  keep 
his  capital  only  in  a  bank  where  he  is  allowed  to 
overdraw  largely  when  necessary. 

The  capital  owned  stands,  in  a  successful  bank, 
in  very  small  proportion  to  the  outside  capital 
which  has  for  the  most  part  been  received  as  de- 
posits, or  is  held  as  balances  of  current  accounts ; 
a  considerable  portion  of  it  may  be  called  for; 
and  a  large  part  without  any  notice  at  all,  another 
part  at  short  or  long  notices.  It  is  therefore 
necessary  that  all  loans  should  be  granted  to 
customers  who  can  without  difficulty,  on  notice 
from  the  bank,  repay  them,  and  this  comparatively 
wealthy  people  can  do.  \ 

The  security  against  which  the  bank  advances 
must  be  of  such  a  nature  as  to  allow  of  immediate 
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realisation,  and  such  securities  can  only  be  afforded 
by  people  in  a  very  large  way  of  business.  For 
these  reasons  bank  accommodation  is  a  privilege 
enjoyed  only  by  the  capitalist  classes,  and  indi- 
viduals and  firms  who  are  in  a  large  way  of 
business. 

Does  tliis  kind  of  banking  lead  the  immense 
capital  manipulated  by  the  banks  into  the  channels 
of  industry,  and  into  the  hands  of  workers  or  work- 
producers  ?  To  a  very  small  extent,  as  we  shall 
find  when  we  come  to  consider  the  order  of  pre- 
ference given  to  those  who  are  supplied  with 
capital,  as  well  as  the  method  of  supplying  it. 

First  on  the  list  come  the  wealthy  landowners 
who  can  command  the  capital  in  the  banks,  and 
then,  in  their  turn,  follow  the  owners  of  property, 
the  wealthy  gentry,  the  rich  bankers  and  money 
lenders,  the  large  investors,  the  speculators  in 
goods,  shares,  and  property,  the  cornerers  of 
markets,  the  great  sharebrokers,  the  company  pro- 
moters, all  those  who  invest  largely  abroad,  success- 
ful professional  men,  and  the  bishops  and  rich 
clergy.  All  these  present  exactly  the  kind  of 
securities  which  suit  deposit  banks  to  perfection. 

Similar   securities,  or  imitations  of  them,  are 
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always  at  the  disposal  of  the  great  army  of  over- 
traders,  or  workers  of  spurious  business,  whose  whole 
activity  results  in  destruction  of  capital,  and  there- 
fore disposes  of  a  very  considerable  part  of  the 
capital  managed  by  the  banks.  Only  the  worst 
cases  become  known  to  the  public. 

Then  we  have  the  doubtful  accounts  in  the 
banks,  of  which  the  now  famous  tannery  supported 
by  Greenway's  Bank  is  a  striking  illustration.  The 
holders  of  such  accounts  blackmail  the  banks, 
for  if  they  are  not  supplied  with  capital  they  fail, 
and  cause  other  failures,  panics,  and  unpleasant 
disclosures.  It  is  no  uncommon  occurrence  for 
tottering  firms  to  be  kept  up,  at  a  fearful  loss  of 
capital,  for  fifteen  to  twenty  years,  though  by  adroit 
management,  luck,  or  the  final  shifting  of  the  loss 
on  some  one  else,  but  very  few  of  these  cases  be- 
come known  to  the  public. 

The  whole  import  trade  takes  precedence  of  the 
productive  trades,  thanks  to  the  securities  it  can 
offer  in  the  shape  of  bills  of  lading,  bonded  ware- 
house and  dock  warrants,  and  adopted  business 
methods.  Down  at  the  bottom  of  the  list  only  can 
we  place  the  employers  of  labour,  and  these  again 
are  served  by  the  banks  in  exact  proportion  to  their 
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wealth  or  reputed  wealth.  .  The  less  rich  the 
borrower  is,  the  better  must  his  security  be,  and 
he  who  cannot  keep  a  considerable  balance  in  the 
bank  is  excluded  altogether. 

For  the  hundreds  of  thousands  of  skilled  work- 
ing men  who,  with  a  little  bank  accommodation 
added  to  their  own  savings,  would  become  success- 
ful employers  of  labour  themselves,  instead  of  a  drug 
in  the  market,  there  is  not  a  ghost  of  a  chance. 

Now,  as  to  the  methods,  we  know  that  the  only 
way  an  average  employer  of  labour  could  reach 
the  capital  in  the  banks  is  by  a  loan  against  a 
mortgage  or  by  the  discounting  of  bills.  Those 
who  have  anything  to  mortgage  have  a  natural 
reluctance  to  do  so,  as  experience  teaches  them 
how  difficult  it  is  to  shake  off  the  burden  a  mort- 
gage represents;  and  they  therefore  regard  the 
step  as  the  last  desperate  effort  to  keep  afloat.  As 
to  bills,  anyone  acquainted  with  business  in  our 
manufacturing  centres  knows  how  exceptional  it  is 
for  a  manufacturer  to  draw  a  bill  on  his  client.  It 
is  not  done  by  one  in  a  hundred.  Bills  are  handy 
securities,  encouraged  by  the  banks,  but  they  take 
them  always  as  security  for  isolated,  exceptional 
loans,  because  the  system  of  carrying  on  the  whole 
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exchange  (or  business)  of  the  country  through  bills, 
as  in  France,  is  not  and  could  not  be  in  existence 
under  our  present  bank  legislation.  There  is 
among  English  business  men  a  general  disinclina- 
tion to  accept  drafts  at  all,  and  all  those  presented 
for  discount  in  the  banks  are  the  result  of  more  or 
less  special  understandings.  The  bulk  of  them  are 
accommodation  bills  in  the  wider  sense  of  the 
word ;  a  class  of  bills  generally  shunned  by  all 
manufacturers,  farmers,  and  work-providers  gene- 
rally. 

We  have  said  enough,  we  hope,  to  show  how 
small  are  the  chances  for  capital  to  reach  labour 
through  our  banks  ;  but  we  must  yet  point  out  that 
a  great  part  of  that  small  amount  of  capital  which 
reaches  labour  at  all  comes  through  the  hands  of 
the  sweater.  It  is  generally  the  arch-sweater  who 
presents  all  the  conditions  which  deposit  banks  re- 
quire to  give  their  capital  on  trust.  The  capital 
which  reaches  the  working  man  through  this 
channel  is,  as  we  shall  show  later  on,  to  him  not  a 
blessing  but  a  curse. 

And  how  does  capital  fare  under  this  system  of 
divorce  between  capital  and  labour?  What  be- 
comes of  the  yearly  accumulation  of  capital,  if  only 
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SO  small  a  proportion  is  invested  in  the  productive 
trades  of  the  country?  Part  of  it  is  invested 
abroad  and  a  larger  part  is  lost.  It  is  needless  to 
dwell  on  the  terrible  sufferings  of  the  working 
classes  from  the  great  loss  of  opportunity  of  work 
and  of  good  wages  through  this  investment  abroad 
of  a  large  amount  of  capital  which  is  so  much 
wanted  in  every  corner  of  our  Empire  ;  but  a  word 
must  be  said  on  the  actual  destruction  and  loss  of 
capital  which  has  taken  place  and  is  now  going  on. 

The  severance  of  capital  from  labour  in  England 
and  the  consequent  difficulty  of  finding  lucrative 
investments  have  been  the  chief  cause  of  the  liberal 
credit,  already  referred  to,  which  English  capitalists 
have  extended  to  foreign  governments,  a  very  large 
proportion  of  which  has  not  been  and  never  will  be 
repaid.  The  amount  of  English  capital  lost 
through  loans  to  foreign  governments  since  1844 
is  enormous. 

But  a  much  larger  amount  is  likely  to  be  lost 
in  the  same  way  yet.  State  loans  are  a  modern 
development  the  end  of  which  no  one  can  foretell. 
As  the  resources  of  the  borrowing  States,  though 
large,  are  limited,  their  credit  must  be  so  too,  but 
most  of  them  do  not  finance  as  if  there  were  any 
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limit  to  their  borrowing.  The  debts  of  Turkey, 
Eussia,  Austria,  Germany,  France,  and  Italy,  begin 
to  acquire  a  fatal  power  of  increase  beyond  the 
ability  of  any  Finance  Minister  to  control,  and 
when  no  more  can  be  borrowed,  there  will  be  no 
possibility  of  keeping  up  the  large  standing  armies 
and  enormous  forces  of  police — the  only  guarantee 
the  creditors  have  of  getting  the  interest  from 
the  poor  taxpayer.  Apres  moi  le  deluge  is  evi- 
dently the  motto  of  continental  Finance  Ministers, 
and  when  the  deluge  comes  it  will  swamp  a  vast 
quantity  of  English  capital. 

Though  the  losses  of  English  capital  through 
loans  to  foreign  governments  represent  so  large  an 
amount,  it  seems  small  compared  with  the  losses 
by  other  investments  abroad.  To  obtain  statistics 
of  such  losses  would  probably  be  impossible,  but 
could  they  be  compiled  they  would  certainly  sur- 
prise us.  For  the  last  twenty  years  the  speculators 
of  every  capital-wanting  country  have  looked  to 
England  for  capital  for  its  undertakings.  It  is  a 
cause  of  surprise  to  Englishmen  travelling  abroad 
to  find  in  what  a  number  of  places,  great  and 
small,  near  and  far,  English  capital  has  been  sunk 
and  lost,  or  is  in  process  of  disappearing. 
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But  it  would  hardly  be  fair  to  deplore  losses 
through  investment  abroad  without  mentioning 
at  the  same  time  losses — which  probably  exceed 
them — through  investments  at  home.  We  need 
only  recall  the  legion  of  defunct  companies  of  all 
kinds  in  order  to  explain  the  enormous  destruction 
of  capital  which  is  daily  going  on  at  home. 

At  this  moment  we  have  in  this  country  an  ap- 
palling number  of  companies  whose  dividends  come 
out  of  plant  account,  and  which,  if  they  had  to  be 
wound  up,  could  not  pay  their  debts,  far  less  their 
shareholders.  To  these  losses  must  be  added  the 
commercial  losses  and  the  sacrifice  of  capital 
throughout  the  country  during  a  state  of  trade 
such  as  the  present.  The  sum-total  of  all  these 
losses  abroad  and  at  home  represents  the  amount 
of  capital  which  is  destroyed  through  the  divorce 
of  capital  from  labour  ;  and  this  divorce  is  a  neces- 
sary consequence  of  our  present  banking  system. 
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CHAPTEE  X 

HOW    OUE   BANKING   SYSTEM   DESTROYS   PROFITS 
AND   PROMOTES   POVERTY 

In  the  previous  chapter  we  have  shown  how  in- 
adequately our  present  banking  system  fulfils  one 
of  the  two  great  objects  of  banking,  the  mediation 
between  capital  and  labour;  and  we  have  found 
that  it  does  very  little  to  further  this  object,  and 
that  this  little  is  largely  counteracted  by  what  it 
does  to  sever  capital  from  labour. 

We  have  now  to  examine  how  our  monopoly 
system  fulfils  the  second  object  of  banking,  that  is, 
to  what  extent  it  facilitates  the  working  of  the 
exchanges  without  the  use  of  coin. 

Our  banks  being  all  deposit  banks,  one  striking 
feature  of  our  system  is  the  total  absence  of 
banks  suitable  for  the  productive  trades,  for  em- 
ployers of  labour,  for  able  but  poor  men,  banks 
capable  of  existing  in  poor  districts,  banks  calcu- 
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lated  to  connect  capital  with  labour  and  to 
give  banking  facilities  to  the  great  bulk  of  the 
people — all  such  banks  are  forbidden  by  the  Act 
of  1844. 

The  great  masses  which  cannot  avail  themselves 
of  the  present  banks  have  none  of  the  facihties  for 
their  exchanges  which  the  account-holders  in  the 
deposit  banks  have.  They  must  use  coin,  the  very 
best  of  value-measurers  but  the  very  worst  of 
mediums  of  exchange.  The  result  is  the  absolute 
necessity  for  tremendous  quantities  of  coin  in  the 
country.  Hence  a  constant  tendency  to  high 
prices  of  production  and  low  prices  of  sale,  be- 
cause the  presence  of  a  large  quantity  of  coin  in 
England  affects  those  things  which  have  been 
produced  in  the  country  very  much  and  affects 
imported  goods  very  little.  Prices  of  sale  must 
be  low,  not  because  they  are  kept  down  by  foreign 
competition,  but  because  we  sell  where  coin  is 
scarce. 

It  is  evident  that  by  barbarously  keeping  in 
this  country  a  considerable  portion  of  the  world's 
gold,  which  should  be  distributed  all  over  the  world 
and  should  raise  prices  all  round,  we  actually  lower 
the  cost  of  production  for  our  competitors  abroad 
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while  we  raise  our  own.  It  is  then  clear  that  by- 
prohibiting  rational  banking  we  drive  up  the  cost 
of  production  of  all  British  goods,  and  lower  the 
cost  of  production  of  goods  abroad  which  regulate 
our  price  of  sale.  Now  can  any  method — barring 
actual  violence — be  more  calculated  to  deprive  the 
English  producers  of  their  profit  ? 

Here  we  must  reply  to  two  very  plausible 
objections.  It  may  be  remarked  perhaps  that  in 
describing  the  English  market  as  overstocked  with 
coin,  we  contradict  what  we  have  said  about  the 
natural  level  of  the  supply  of  coin.  But  there  is 
no  contradiction,  because  we  have  spoken  of  the 
quantity  of  coin  which  a  market  holds  as  that 
which  is  natural  to  it,  and  this  quantity  is  of  course 
determined,  as  we  have  shown  in  a  previous  chapter, 
by  many  circumstances,  of  which  the  existing  faci- 
lities of  exchanges  without  the  use  of  coin  is  one 
of  the  most  important.  A  country  with  a  hard- 
working, honest  population,  ready  to  suffer  and  to 
starve  for  its  principles,  and  with  a  bad  banking 
system,  will  be  able  to  carry  a  far  greater  quantity 
of  coin  than  a  country  populated  with  lazy  people 
enjoying  a  perfect  banking  system;  only  the 
former  nation  must  work  for  very  low  wages,  and 
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must  be  content  with  very  little  comfort  and 
happiness. 

The  second  objection  which  might  be  raised 
and  which  we  are  anxious  to  meet  is  this,  that  if 
everything  goes  up  in  price  in  a  country  in  con- 
sequence of  the  presence  of  too  much  coin  in  pro- 
portion to  the  production  carried  on,  wages  must 
go  up  too. 

We  might  reply  to  this  objection  by  simply 
referring  to  many  cases  that  exist  in  this  city, 
and  which  demonstrate  that  high  cost  of  pro- 
duction and  high  wages  do  not  necessarily  go 
together,  but  that  high  wages  and  low  cost  of  pro- 
duction often  do.  But  it  will  be  useful  to  point 
out  the  fact  that  wages  are  the  last  thing  to  rise  in 
price  when  a  general  rise  in  prices  originates 
from  such  a  cause  as  gold  imported  in  excess. 
When  wages  are  low  it  is  because  there  is  an  ex- 
cess of  supply  of  labour  over  the  demand.  Before 
wages  can  go  up  the  unemployed  in  each  trade 
have  first  to  be  employed.  As  long  as  a  few  are 
out  and  are  eager  to  get  work,  wages  can  be  kept 
down.  The  rise  in  price  of  the  other  factors  in 
production  puts  a  stop  to  any  promising  improve- 
ment in  productive  business  long  before  the  im- 
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provement  has  caused  any  rise  in  wages.  An 
improvement  in  wages  can  be  produced  only  by 
such  extraordinarily  strong  causes  for  trade  infla- 
tion as  we  have  witnessed  several  times  since  1844, 
but  which  are  not  hkely  to  occur  again. 

As  examples  of  those  things  which  rise  in  price 
through  the  presence  of  a  great  extra  quantity  of 
coin  in  a  market  before  the  price  of  labour  rises,  we 
may  cite  the  following :  land,  rent,  taxes,  carriage, 
the  services  of  middle-men,  the  profits  of  manu- 
facturers, the  profits  of  dealers  and  dis- 
tributors, professional  assistance,  raw  materials, 
food,  and  all  articles  imported  from  abroad, 
all  comforts,  pleasures,  and  enjoyments.  The 
price  of  all  these  goes  up  before  wages  rise. 
General  high  prices  cannot  therefore  be  considered 
as  the  great  boon  to  the  working  classes  which 
they  are  generally  believed  to  be.  All  depends  on 
the  cause  of  the  high  prices,  because  thereon 
depends  the  order  of  the  rise. 

High  prices  caused  by  too  much  coin  hamper 
the  production  of  wealth  and  damage  the  working 
man.  But  high  prices  produced  by  an  increased 
demand  for  labour  and  good  methods  in  the  pro- 
duction will  benefit  the  working  man  first  and  the 
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whole  community  afterwards.  When  tlirough  any 
cause  not  strong  enough  to  overrule  entirely  the 
effects  of  our  vicious  system,  there  is,  however,  a 
beginning  in  improvement  of  trade,  the  increased 
activity  demands  at  once  an  increase  in  the  cir- 
culating coin ;  and,  as  there  is  no  supply  of  credit 
regulated  by  demand,  as  there  is  no  note  circula- 
tion which  expands  in  response  to  the  increased 
business,  the  result  is  necessarily  that  for  a  rela- 
tively small  increase  in  business  we  have  an 
enormous  increase  in  the  demand  for  coin.  When 
the  coin  comes,  and  often  before  it  comes,  it 
produces  the  effect  we  have  before  described,  that 
is,  reduces  production  and  exports,  paralyses  the 
impulse  towards  improvement,  then  quits  the 
country  and  thus  re-establishes  the  disturbed  level. 
Our  banking  system  thus  produces  a  terrible 
dead-lock,  for  we  must  be  either  short  of  mediums 
of  exchange  and  short  of  capital,  or  we  must  get 
them  in  the  shape  of  coin  and  give  up  our  profit. 
From  the  dilemma  there  is,  in  the  circumstances, 
but  one  escape,  and  this  is  by  starvation  wages. 
We  cannot  control  the  price  of  the  other  factors 
in  production  in  face  of  a  constant,  never-ceasing 
tendency  to  swamp  the  country  with   coin ;  but 
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thanks  to  reduced  production  and  reduced  export, 
to  largely  imported  foreign  goods,  to  continued 
improvement  in  labour-saving  machines,  we  can 
sweat  our  work-people  and  our  clerks,  and  that 
we  succeed  in  doing  thoroughly. 

As  long  as  the  Act  of  1844  is  kept  in  force, 
there  is  no  other  alternative.  The  present  prices 
leave  the  employer  no  margin  for  any  reduction 
whatever  in  his  profit ;  and  to  keep  trade  going 
the  workers  must  be  gradually  driven  into  misery. 
Indeed,  the  profits  of  the  employer  must  come 
from  the  privations  of  the  poor. 

Though  the  working  people  might  suffer  the 
most  from  the  artificial  raising  of  the  cost  of  pro- 
duction which  our  banking  system  involves,  em- 
ployers of  labour  have  heavy  losses,  especially  of 
such  profits  as  they  ought  to  have  realised.  During 
the  last  fifteen  years  most  business  men  and  pro- 
ducers will  have  found  that  any  beginning  of  im- 
provement in  trade  has  over  and  over  again  been 
checked  by  the  impossibility  to  keep  the  cost  of 
production  within  the  universal  prices. 

It  is  of  course  the  great  and  leading  industries 
of  the  country  which  suffer  most  from  this  artificial 
vitiation  of  prices.  Those  may  be  unaffected  by  it 
who  have  secured  some  special  advantages  in  their 
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business,  such  for  instance  as  good  patents,  ex- 
tensively advertised  specialities,  secretly-improved 
methods,  special  facilities  for  keen  buying,  aptitude 
for  utilising  every  favourable  turn  in  the  market, 
&c.  But  such  industries  as  farming,  spinning, 
sugar-refining,  printing,  tanning,  &c.,  have  had 
plenty  of  opportunities  of  convincing  themselves  of 
the  correctness  of  our  conclusions. 

It  is  natural,  when  a  legislative  obstruction  is 
placed  against  the  production  of  a  country,  the 
leading  industries  should  suffer  most. 

We  have  done  our  best  to  show  how  our  bank- 
ing system  when  considered  from  an  economic 
point  of  view  is  bound  to  sever  capital  from 
labour,  to  lead  capital  into  destructive  channels,  to 
raise  the  cost  of  production  and  cost  of  living,  to 
lower  the  price  of  sale  and  wages,  to  reduce  the 
consuming  power  of  the  people ;  and  in  the  follow- 
ing chapters  we  shall  show  how  completely  the 
actual  state  of  things  confirms  strikingly  the 
correctness  of  those  conclusions  which  true  eco- 
nomic reasoning  compels.  This  we  shall  do  by 
tracing  the  connection  between  Bank  monopoly  and 
the  evils  from  which  our  working  classes  suffer,  as 
well  as  other  troubles  which  engage  the  attention 
of  our  legislators. 


142  FREE  TRADE   IN  CAPITAL 


CHAPTER  XI 

THE   SWEATING   SYSTEM 

Were  the  sweating  system  the  only  plague-spot 
in  our  social  life,  it  would  still  call  loudly  for  strict 
investigation  and  remedial  measures.  But  it  is  in- 
deed only  one  form  in  which  a  wide-spread  and 
deeply-rooted  evil  manifests  itself.  To  speak  of 
the  sweating  system  is  therefore  to  speak  of  a 
great  social  problem  which  is  steadily  forcing  itself 
forward  for  solution  in  every  civilised  country — 
a  solution  w^liich  must  be  more  and  more  per- 
emptorily demanded  by  the  embittered  masses  as 
the  knowledge  of  their  power  increases.  The  im- 
portance of  settling  the  sweating  system  therefore 
cannot  be  exaggerated.  Tlie  investigation  is  easy ; 
the  phenomena  are  close  at  hand  ;  and  its  settle- 
ment is  but  the  key  to  the  whole  Capital  and  Labour 
problem. 

Does  it  not  sometimes  seem  humiliating  that 
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while  we  English  display  our  love  of  freedom 
everywhere  across  the  seas,  indulging  in  our  anti- 
slavery  proclivities,  lavishing  our  sixpence  in  the 
pound,  and  sacrificing  good  lives  to  suppress 
slavery  in  Arabia  and  Africa,  we  maintain  a  sys- 
tem of  oppression  at  home  in  many  features  more 
objectionable  than  slavery  in  the  East,  without  its 
compensations  or  its  excuses  ?  The  condition  of 
things  such  as  the  sweating  system  presents  is  not 
the  necessary  outcome  of  our  civilisation,  but  alto- 
gether outside  nature,  and  goes  on  contrary  to  the 
just  expectations  that  might  be  founded  on  our 
progress  and  national  wealth,  and  is  irreconcilable 
with  the  teachings  of  Political  Economy. 

We  have  seen  how  labour  is  the  most  indispen- 
sable factor  in  the  production  of  wealth,  the  inex- 
haustible store  of  raw  material  being  supplied  by 
nature — not  gratis,  but  on  very  easy  terms.  How 
is  it  then  that  the  demand  for  that  which  can  alone 
produce  wealth  is,  in  London — the  centre  of  craving 
for  and  consumption  of  wealth — so  small  that  the 
supplier  of  labour,  the  worker,  can  be  found  to  sell 
his  work  for  next  to  nothing  from  sheer  absence  of 
competition  in  the  demand  for  his  wealth-producing 
power  ? 
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Were  this  anomaly  set  before  intelligent  men 
in  the  abstract,  unprejudiced  by  surroundings, 
they  would  surely  say,  '  This  is  impossible  unless 
brought  about  by  brute  force.'  And  they  would 
be  right.  For  it  can  be  shown  that  this  anomalous 
state  of  things  has  actually  been  brought  about  by 
brute  force,  sanctioned  by  selfishness,  prejudice, 
and  indifierence,  in  fact  by  the  might  of  Parlia- 
ment. 

Those  trades  in  which  the  be-sweated  victims 
are  employed  have  a  tendency  to  become  more 
and  more  monopolised  by  large  establishments  in 
our  commercially  diseased  London.  What  are  the 
terms  of  the  grand  public  advertisement  which  the 
proprietors  of  great  establishments  enact?  'Wanted 
brains,  skill,  and  muscle.'  But,  read  between  the 
lines,  this  means,  'Disunion  is  weakness,  capital 
is  power.  Wanted  to  convert  ten  thousand  pounds 
into  twenty,  by  means  of  glut  of  labour.' 

The  great  merit  of  the  be-sweated  victims  is 
that  they  prefer  work  to  beggary,  dry  bread  to 
dishonesty ;  it  really  amounts  to  Christian  patience 
and  self-abnegation  !  The  employer  gains  the  day ; 
the  milk  and  honey  which  should  fatten  the  cheeks 
of  the  little  children,  which  should  animate  the 


THE   SWEATING   SYSTEM  145 

spirit  of  the  mother,  which  should  cheer  the  father 
over  his  work,  turns  into  gold  and  fattens  the 
pocket  of  the  sweater. 

The  profits  made- in  the  modern  large  establish- 
ment are  not  fairly  divided  between  capital  and 
labour;  capital  is  the  master  from  the  first,  and 
as  the  business  proceeds  the  power  of  capital 
increases  in  a  ratio  with  the  hopelessness  of  the 
workers. 

Whenever  the  supply  of  labour  is  in  excess 
of  the  demand,  a  starting-point  for  the  sweating 
system  is  furnished.  It  allows  the  work-sup- 
plying capitalist  to  press  down  wages  through 
competition  among  the  work-seekers.  He  can  wait 
until  his  terms  are  accepted ;  the  starving  people 
cannot  wait.  When  he  has  conquered  one,  the 
rest  must  }'ield,  because  he  pits  the  one  against 
the  other.  The  low  wages  he  pays  allow  him  to 
undersell  his  competitors,  who  in  their  turn  are 
obliged  to  lower  the  wages  paid  by  them,  and 
the  work-seeker  has  no  escape  from  the  tyranny  of 
the  employer.  We  ask,  is  it  good  that  this  sweating 
system  should  be  the  one  under  which  so  many 
English  trades  are  carried  on,  their  success  depend- 
ing on  the  amount  of  pressure  that  can  be  put 
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upon  the  workers,  the  most  heartless  employer — 
the  one  who  understands  best  how  to  apply  the 
screw — being  the  one  who  will  the  soonest  secure 
fortune  and  social  distinction,  even  up  to  repre- 
sentative rank?  The  direct,  and  still  more  the 
indirect,  moral  consequences  of  all  this  are  deplor- 
able. 

The  system  has  not  a  germ  of  improvement  in 
it,  but  on  the  contrary  has  a  strong  tendency  to 
become  worse  and  worse.  A  large  number  of  the 
articles  manufactured  by  the  sweating  system  go  to 
home  consumption,  and  naturally  the  more  ill-paid 
the  workers  (who  are  a  large  section  of  the  people), 
the  more  difficult  it  becomes  in  the  long  run  for 
the  master  to  obtain  remunerative  prices  for  goods. 
Thus  the  effect  of  one  turn  of  the  screw  in  the 
sweating  mechanism,  instead  of  really  benefiting 
the  employer,  only  gives  rise  to  competition  in  the 
trade,  which  means  still  lower  prices  and  lower 
wages,  or  another  turn  of  the  screw. 

Here  we  should  note  an  anomaly  in  our  trade 
policy  in  connection  with  our  foreign  markets, 
largely  supplied  by  the  sweating  system.  We  hear 
a  great  deal  of  talk  about  extending  our  trade  in 
distant,  thinly-populated  lands  of  small  consuming 
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power,  while  in  our  great  home  market,  capable 
of  immense  consumption,  we  have  established  and 
maintain  a  system  which  tends  to  destroy  it.  We 
do  more  than  that:  we  transplant  this  Upas-tree 
of  sweating  and  usury  in  every  colony  we  annex 
and  in  every  country  we  take  under  our  protec- 
tion. It  is  said  of  the  Turk  that  wherever  the 
hoof  of  his  horse  treads  no  grass  will  grow ;  and  it 
must  be  confessed  that  wherever  the  Union  Jack 
flies  the  working  man  is  the  slave  of  the  capitalist. 
For  the  workers  in  East  End  slop-shops  are  not 
the  only  victims  of  our  vicious  economic  system  : 
other  large  bodies  of  workers  are  in  the  same 
phght,  such  as  the  chain-makers,  the  nail-makers, 
the  scissor-grinders,  the  cabinet-makers,  and  now 
the  miners.  The  agricultural  labourer  has  had 
his  miserable  weekly  wage  reduced  by  about 
three  shillings  during  the  last  three  years.  The 
wretched  state  of  the  labouring  class  of  L'eland 
and  the  Crofters  of  Scotland  is  well  known.  In 
India  the  bulk  of  the  population,  owing  to  a  sys- 
tem as  irrational  as  our  own,  is  obliged  to  live  on  a 
few  shillings  a  month  per  family.  Of  course  the 
depressed  state  of  aU  these  markets — affecting  both 
customers  and  consumers — reacts  on  the  London 
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trades,  and  intensifies  the  evils  of  the  sweating 
system. 

The  system,  of  which  low  wages  are  the  essence, 
diminishes  to  a  startling  extent  the  purchasing 
power  of  the  people — who  are,  after  all,  the  great 
consumers — and  in  doing  this  it  discounts  the 
demand  for  labour,  and  with  it  increases  compe- 
tition in  those  trades  which  vainly  attempt  to  extend 
their  operations  through  low  wages. 

The  presence  of  such  ill-paid  industries  in 
London  attracts  the  unemployed  from  the  provinces, 
who,  yielding  to  a  stern  necessity,  prefer  bad  pay 
to  none,  as  well  as  the  famished  labourers  from 
abroad,  who  are  equally  determined  to  accept  any- 
thing they  can  get,  however  little,  for  a  living. 

This  latter  effect  of  our  wide-spread  sweating 
system  is  mistaken  by  superficial  observers  for  its 
chief  cause,  and  the  belief  in  a  good  result  being 
produced  by  the  prohibition  of  immigration  i.s  so 
general  that  it  becomes  necessary  to  explode  this 
monstrous  fallacy  before  attention  can  be  secured 
to  the  real  remedy. 

Economics,  confirmed  by  experience,  teaches, 
as  we  have  seen,  that  the  aim  of  labour  is  best 
achieved,  and  most  remuneratively,  when  under 
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subdivision.  The  greater  the  number  of  labourers 
the  more  effective  the  subdivision  becomes  ;  the 
well-being  of  the  community  depending  really  on 
the  amount  of  work  done.  Consequently  the  in- 
dividuals who  work  hard  and  consume  little  are  the 
benefactors  of  the  others.  This  economic  truth 
would  never  be  disputed  if  a  long  experience  under 
an  unnatural  system  produced  by  State  meddling 
had  not  blinded  the  people  to  it.  But,  in  spite 
of  the  anti-economic  system  under  which  we 
live,  a  slight  investigation  will  show  that  it  holds 
good  with  respect  to  the  poor  foreign  w^orkers 
in  London. 

The  in-coming  foreigners — the  persecuted  Poles, 
the  needy  Germans,  the  cautious  Jews — as  repre- 
sentatives of  cheap  labour,  form  an  important  part 
of  our  present  mechanism.  On  them  depends  the 
universal  supply  of  cheap  goods  which  dominates 
commerce,  especially  when  times  are  bad  ;  on  them 
depends  the  very  existence  of  masses  of  workers 
in  departments  that  lie  between  themselves,  the 
producers,  and  the  retail  markets.  To  prohibit  the 
supply  of  cheap  labour,  therefore,  means  to  ruin 
our  trade  in  cheap  goods,  which  is  enormous, 
and  so  to  deprive  whole  communities  of  hands  of 
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even  the  starvation  wages  they  now  so  hardly 
earn. 

Every  business  man  knows  that  orders,  especially 
those  from  abroad,  do  not  represent  a  fixed  quan- 
tity that  can  be  counted  on  irrespective  of  circum- 
stances, but  depend  entirely  on  the  prices  at  which 
they  can  be  undertaken.  Merchants  now  execute 
orders  from  foreign  countries  for  goods  manufac- 
tured by  sweating  labour  at  the  absurdly  small 
profit  of  1  to  2  per  cent.,  and  the  quantity  exported 
depends  on  how  low  the  cost  of  production  can  be 
pressed.  If  the  wages  were  to  be  raised  for  any 
article,  competition  from  Germany,  Belgium,  and 
other  places  would  at  once  carry  off  the  orders. 

What  then  would  become  of  those  vast  British 
trades  which  depend  largely  on  excessively  cheap 
labour  ?  They  would  at  once  collapse  and  wide- 
spread distress  would  follow.  It  is  then  evident 
that  the  more  cheap  labour  is  obtainable  in  London 
the  more  will  business  in  cheap  goods  extend  ;  and 
that  the  result  of  the  parsimonious  habits  and 
the  hard  work  of  the  foreigner  in  London — due 
to  his  own  choice — is  to  keep  up  the  demand 
for  the  raw  materials  as  well  as  the  products  of 
the  trades  in  which  he  is  engaged.     He  helps  to 
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create  work  and  profit  for  the  spinners,  the  weavers, 
the  dyers,  &c. ;  the  packers,  the  shippers,  and  the 
clerks  ;  the  makers  of  machines  and  tools  :  and 
while  thus  keeping  the  other  trades  going  he  sup- 
plies their  workers  with  cheaper  clothing  than  they 
could  obtain  without  him. 

For  example,  the  woollen  shirts  which  are  ex- 
ported to  the  Colonies  represent  two  classes  of 
labourers,  the  English  in  Manchester  or  Eoch- 
dale,  and  the  Jewish  labourers  of  the  East  End ; 
and  when  it  is  granted  that  the  selling  price 
abroad  is  the-  highest  obtainable,  it  must  follow 
that  the,  lower  the  price  the  Jew  obtains  for 
his  part  of  the  labour,  the  more  there  remains  to 
the  profit  of  collateral  English  industries.  It  is 
then  evident  that  the  abstemious  and  hard-working 
foreigner,  far  from  being  the  cause  of  any  want 
of  work,  promotes  to  a  considerable  extent  the 
employment  and  welfare  of  the  English  workers. 
The  shallow  remedy,  then,  of  destroying  foreign 
labour,  would  be  disturbing  and  disastrous. 

If  we  compare  the  price  at  which  articles 
manufactured  under  the  sweating  system  are  sold 
in  distant  markets — for  example,  Australia — with 
the  price  of  production,  the  difference,  compara- 
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tively  speaking,  is  considerable.  And  why?  A 
small  part  only  of  this  difference  represents  freight 
and  insurance  ;  but  the  bulk  of  it  consists  in  profits 
for  middle-men  between  the  manufacturer  in  London 
and  the  consumer  in  Australia.  The  London  manu- 
facturer sells  to  tlie  shipper,  who  is  thus  the  ex- 
porter, and  he  in  his  turn  sells  to  the  wholesale 
importer  in  Australia,  who  again  sells  to  another 
middle-man,  and  all  this  before  the  goods  finally 
reach  the  shopkeeper  in  Melbourne  or  Sydney, 
who  adds  a  further  profit  in  supplying  the  con- 
sumer retail.  The  whole  series  of  transactions 
would  be  interrupted  if  one  of  these  intermediaries 
did  not  receive  a  profit. 

All  this  is  bad  enough  for  tlie  workers,  but 
not  the  worst.  We  have  yet  to  find  that  besides 
the  series  of  middle-men  between  the  manufacturer 
and  the  consumer,  all  of  whom  do  no  actual  pro- 
ductive work,  but  who  get  a  living  and  sometimes 
a  fortune  out  of  the  be-sweated  victims  at  home, 
there  is  yet  another  series  of  middle-men  to  be 
taken  account  of  between  the  original  working  man 
and  the  manufacturer,  namely,  the  sub-contractors 
and  their  sub- contractors  who  farm  out  the  work 
from  the  one  to  the  other,  and,  as  intermediaries, 


THE   SWEATING   SYSTEM  153 

have  also  a  profit,  and  sometimes  a  very  large 
profit. 

It  need  scarcely  be  mentioned  that  the  goods — 
such  as  tinned  and  frozen  meats  and  other  food- 
stuffs— which  are  supplied  from  Australia  in  return 
have  to  pass  through  a  great  many  middle-men's 
hands — all  involved  in  the  same  rotten  system — 
before  they  reach  the  poor  man-'s  table  in  the  East 
End.  In  fact  his  small  means  and  the  method  of 
living  from  hand  to  mouth  to  which  his  poverty  con- 
demns him  obliges  him  to  obtain  all  his  supplies  from 
the  very  last  man  of  a  very  long  series  of  middle-men, 
who  consequently  also  live  on  him.  Thus  he  is  under 
the  pressure  of  two  chains  of  middle-men,  the  one 
lowering  his  means  of  living  by  reducing  his  pay, 
tlie  other  raising  thfe  cost  of  his  supplies. 

The  goods  produced  by  one  be-sweated  man, 
and  consumed  by  another,  escape  as  little  the  tax  of 
the  middle-man  as  the  goods  exchanged  through 
the  channels  of  trade  by  the  Londoner  and  the 
Australian,  though  producer  and  consumer  be 
neighbours. 

While  poor  producers  who  live  in  different 
parts  of  the  Empire  have  all  the  advantages  of 
their  exchange  of  products  intercepted  by  middle- 
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men,  those  who  live  under  the  same  roof  in  London 
are  taxed  by  middle-men  in  the  same  way.  If 
a  poor  shoemaker  requires  clothes,  and  a  poor 
tailor,  living  in  the  next  room,  requires  boots,  they 
cannot  exchange  products  or  buy  from  each  other 
at  anything  like  the  fabulously  low  prices  they 
work  for.  They  must  go  to  the  large  establish- 
ments where  the  products  of  the  sweating  trades 
are  sold,  and  pay  a  price  which  includes  all  the 
profits  of  all  the  middle-men.  The  reason  is 
that  they  are  too  poor — they  lack  the  capital — 
to  procure  raw  materials  with  which  to  work  on 
their  own  account,  too  poor  even  to  complete  one 
article  entirely.  They  are  generally  reduced  to 
one  fragmentary,  mechanical,  monotonous  kind 
of  piece-work  on  material  furnished  to  them  by 
the  sweaters. 

Whether  we  examine  individual  cases  in  the 
east  of  London  or  whether  we  take  a  glance  at  the 
general  condition  of  productive  labour  all  over  the 
world,  we  find  abject  poverty,  or  entire  want  of 
capital  to  carry  on  their  work,  to  be  the  most  active 
of  the  immediate  causes  for  increasing  the  help- 
lessness of  the  great  masses  of  productive  workers. 
This    general    want    of    capital    must    certainly 
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produce  the  following  effects,  quite  sufficient  in 
themselves  to  account  for  the  sweating  system  :  it 
compels  the  workers  to  hire  themselves  out  instead 
of  working  for  themselves  or  for  each  other  ;  it 
diminishes  the  number  of  employers  and  increases 
the  number  of  work-seekers  ;  it  enables  the  middle- 
men to  tyrannise  over  them  ;  it  intensifies  com- 
petition for  work  and  for  the  sale  of  products  ; 
it  reduces  the  consumption  of  goods  to  a  small 
percentage  of  what  it  ought  to  be.  The  wide- 
spread scarcity  of  capital— ^or  rather  apparent 
scarcity  of  capital — then,  is  what  we  must  inquire 
into. 

It  must  strike  every  thinking  man  that  there  is 
a  wonderful  enigma  afloat,  at  the  solution  of  which 
Parliament  has  not  yet  made  a  guess,  though 
it  has  been  under  their  eyes  during  the  whole  of 
several  sessions.  It  is  the  greatest  enigma  of  the 
time,  and  they  shall  hear  it,  with  its  solution,  for 
therein  consists  the  cure  of  this  sweating  sick- 
ness. 

It  is  the  great  enigma  of  our  time  that  while 
the  bulk  of  working  humanity  raises  the  bitter  cry 
of  scarcity  of  capital,  the  capitalists  are  equally 
complaining  that   their   capital  runs  the  risk  of 
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perishing  for  want  of  lucrative  employment.  Mr. 
Gosclien  was  enabled  and  had  the  courage  to 
achieve  on  the  basis  of  plethora  of  capital  his 
ever-memorable  financial  operation  of  conversion. 
What  a  singular  contingency !  Capital  and  Labour 
alike  a  glut  in  the  market,  capital  crying  aloud, 
labour  crying  aloud,  '  0  that  I  could  find  an  em- 
ployer ! '  Truly  were  it  not  that  their  dignity  would 
be  compromised,  the  capitalists  would  be  justified 
in  forming  a  procession  of  their  unemployed  to  Tra- 
falgar Square  !  This  at  any  rate  might  lead  to  an 
advantageous  understanding  between  the  two  un- 
employed classes,  that  is,  between  the  capitalists 
and  the  labourers. 

Surely  it  has  occurred  to  many  that  the  capi- 
talist, against  whose  oppression  the  most  oppro- 
brious invectives  are  uttered  by  our  Socialists,  is 
subject,  in  our  present  system,  to  a  tyranny  as 
relentless  as  that  which  oppresses  the  labourer, 
and  that  he  is  really  as  innocent  and  helpless  as 
the  working  man  himself?  Why  is  it,  then,  that 
capital  does  not  offer  itself  where  it  is  wanted, 
where  it  would  be  ever  on  the  increase  for  the 
good  of  all,  where  it  would  fairly  share  with  the 
myriads  of  oppressed  workmen  the  large  profits  now 
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pocketed  and  prevented  by  usurers  sweaters  and 
other  middle-men  ? 

For,  while  many  a  working  man  must  give 
one  half  of  his  just  due  to  that  middle-man  who 
stands  nearest  him — without  counting  the  others 
— and  thus  virtually  pay  fifty  per  cent,  usury 
for  the  use  of  his  capital  in  raw  material  for  a 
couple  of  days — or  ten  thousand  per  cent,  per 
annum — any  capitalist  would  be  willing  to  accept 
five  to  ten  per  cent,  per  annum  for  the  loan  of  his 
capital,  and  would  even  run  some  risk,  which  is 
more  than  the  middle-man  would  do.  J3ut  the  only 
mechanism — rational  banking — which  would  en- 
able the  capitalist  to  do  so  is  forbidden  by  Parlia- 
ment. 

Now  look  at  the  unjust  opinion  which  such  a  con- 
dition of  things  entails.  The  working  classes  have 
their  own  way  of  explaining  things ;  they  suppose 
that  it  is  in  the  nature  of  capital  to  oppress  labour, 
whereas  it  is  simply  in  the  nature  of  the  sweater 
and  his  brother  middle-men  so  to  do.  These  they 
mistake  for  the  real  capitalists,  and  such  they  are 
in  relation  to  them,  and  that  sufiices.  This  unjust 
view  has  led  to  an  ever-growing  animosity  between 
capital  and  labour.     The  hatred  borne  by  the  poor 
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classes  towards  capitalists  is  constantly  on  the  in- 
crease, and  the  flame  is  carefully  fanned  by  reckless 
agitators,  many  of  them  in  the  House  of  Commons 
itself. 

This  hatred  is  universal :  it  finds  different  ex- 
pression according  to  the  national  character  of  the 
people.  In  France  the  oppressed  people  revive 
the  '  Carmagnole '  dance,  now  directing  the  verses 
once  aimed  at  the  aristocrats  against  the  capital- 
ists. In  England  we  have  our  Christian  Socialists, 
and  highly  respectable  they  are,  w^ho  unceasingly 
reproach  the  rich  classes  with  unchristian  indiffer- 
ence towards  the  sufferings  of  their  fellow  men,  and 
point  to  this  indifference  as  the  cause  of  all  the 
misery  which  surrounds  us,  and  broadly  hint  how 
good  it  would  be  for  the  souls  of  the  rich  were  they 
compelled  to  work  and  undergo  privation.  Should 
religious  fanaticism  and  Socialism  succeed  in  estab- 
lishing a  compact  league  against  the  wealthy  classes 
in  England  it  would  produce  upheavals  that  would 
prove  tantamount  to  the  destruction  of  capital. 

It  takes  more  insight  into  Economy  than  the 
masses  have  to  perceive  that  it  is  not  the  capital- 
ists but  the  middle-men  who  tyrannise  over  them. 
To    them  the  middle-man  is   the  capitalist,   and 
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from  this  they  wage  unreasonable  war  against 
capital. 

It  is  clear  that  neither  the  destruction  of  capital, 
as  threatened  by  the  Anarchists,  nor  its  confiscation 
in  part  or  entire,  as  advocated  by  the  Socialists, 
can  improve  the  position  of  the  be-sweated  victim, 
because  free  and  private  capital,  far  from  being 
his  enemy,  is  his  natural  ally  and  friend.  It  creates 
work ;  makes  it  easy  and  effective  ;  and  is  the  indis- 
pensable condition  for  the  comfortable  existence  of 
the  large  populations  of  modern  times. 

While  on  the  one  hand  capital  is  necessary  to 
labour,  on  the  other  hand  labour  is  indispensable 
to  capital.  The  two  depend  on  each  other,  and 
the  more  closely  they  co-operate  the  better  for  both. 
Everyone  knows  that  when  the  workers  have  good 
terms  the  capitalists  have  good  incomes  ;  and  that 
when  bad  times  set  in,  both  suffer  together. 

Why  then  are  these  two  factors — labour  and 
capital — separated  and  made  to  quarrel  instead  of 
to  co-operate  ?  We  know  that  on  the  one  hand 
capitalists  are  willing  to  take  their  share  of  risk  in 
order  to  get  an  adequate  yearly  income  from  their 
investments,  that  is,  for  the  chance  of  having  their 
capital  employed  in  labour  so  as  to  increase  it  or 


160  FKEE  TRADE   IN   CAPITAL 

at  least  maintain  it  entire  ;  on  the  otliar  hand,  we 
are  aware  how  much  the  workers  sacrifice  to  get 
hold  of  a  fraction  of  capital,  though  only  as  wages. 
We  have  learned  from  the  evidence  before  the 
Sweating  Committee  that  women  are  glad  to  make 
trousers  at  eighteenpence  per  dozen,  while  the 
middle-man  gets  ^Ye  shillings  for  the  work,  and  thus 
clears  three-and-sixpence  profit,  or  233  per  cent, 
interest,  for  the  one  turn-over  of  his  capital  in  a 
couple  of  days,  or  35,000  per  cent,  per  annum  ! 

Under  such  circumstances,  does  it  not  appear 
amazing  that  the  highly  developed  business  inge- 
nuity of  our  time  should  not  be  able  to  hit  upon 
some  plan  for  bringing  capital  and  labour  into 
closer  co-operation,  and  so  dispense  with  the  army 
of  middle-men  ?  The  fact  that  the  workers  them- 
selves cannot  be  made  to  possess  the  capital  can- 
not be  an  obstacle,  for  who  holds  the  capital 
matters  little  so  long  as  it  is  at  the  disposal  of 
labour.  The  charge  of  a  fair  rate  of  interest,  from 
five  to  eight  per  cent.,  by  the  capitalist,  would  be 
so  insignificant,  especially  when  compared  with  the 
monstrous  usury  we  have  shown  is  paid  by  be- 
sweated  men  to  middle-men,  that  it  could  not  be 
felt  in  the  wages  at  all. 
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We  have  then  any  amount  of  capital  seeking 
employment,  any  amount  of  labour  looking  for 
capital ;  willingness  to  run  risks  on  the  one  hand, 
and  willingness  to  pay  good  interest  on  the  other, 
and  an  enormous  margin  of  profit.  From  this  we 
must  conclude  that  there  must  be  something  wrong 
with  the  channels  through  which  labour  and  capital 
should  meet — namely,  banking. 
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CHAPTER  XII 

THE   EXCHANGED    ATTITUDE    OF   PARTIES 

Those  evils  from  which  the  British  Empire  now 
actually  suffers  as  inevitable  consequences  of  our 
monopoly  banking  system,  and  of  which  the  sweat- 
ing system  is  a  striking  illustration,  are  surely  bad 
enough  ;  but  the  future  evils  that  system  threatens 
to  bring  upon  us  are  far  worse.  The  destruction 
of  the  right  to  private  property.  State  interference 
with  contract,  land  confiscation.  Socialism,  and 
finally  the  disintegration  of  the  Empire,  are  among 
the  evils  which  threaten  us  as  a  nation,  and  they 
are  all  of  them  fast  coming  within  the  range  of 
practical  legislation. 

So  far,  it  is  evident  that  this  work  has  been 
kept  clear  of  party  bias,  but  here  it  may  be  expe- 
dient to  mention  that  our  intention  is  to  carry  it 
out  in  the  same  impartial  spirit,  though  we  may 
be   called   upon    to  deal  severely  with  mistaken 
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aims  and  means.  For  what  we  have  here  denoted 
as  future  evils  will  by  many  be  glorified  as  coming 
blessings,  and  it  adds  to  our  difficulty  that  these 
opinions  are  held  on  grounds  which,  certain  eco- 
nomic mistakes  once  admitted,  acquire  a  strong 
appearance  of  rationality,  and  that  they  are  shared 
by  men  whose  patriotism  and  philanthropy,  what- 
ever may  be  the  accusation  of  their  political  oppo- 
nents, are  in  our  opinion  beyond  doubt,  and  whose 
motives  even  opponents  must  respect. 

But  herein  lies  the  gravity  of  the  danger.  It 
is  the  sincere  man  who  can  best  influence  his  fellow 
men ;  it  is  the  devoted  enthusiast  who  can  carry  the 
most  far-reaching  reforms ;  and  when  such  men 
labour  under  a  mistake  the  highest  interests  of 
humanity  are  in  peril.  Energetic  men,  full  of  hope 
and  action,  are  only  too  apt  to  shun  those  long, 
laborious,  logical  inquiries  in  the  search  for  real 
truth,  without  which  zeal  becomes  fanaticism. 
They  wish  to  achieve  one  great  good,  and,  armed 
with  courage,  ability,  and  eloquence,  they  wait  for 
the  voice  of  some  leader  to  tell  them  what  means 
will  bring  about  this  good.  The  oracle  speaks, 
points  to  the  remedy,  and  the  battle  begins. 
Whether  the  remedy  will  lead  to  the  desired  result, 
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is  not  inquired  into  by  the  rank  and  file.  Unfor- 
tunately they  are  apt  to  be  more  fired  by  a  spurious 
remedy,  the  plausibihty  of  which  hes  on  the  sur- 
face, than  by  the  real  remedy,  which  like  most 
scientific  truths  is  to  be  found  in  the  opposite 
direction  of  popular  beliefs. 

To  carefully  trace  causes  and  effects,  to  con- 
stantly bear  first  principles  in  mind,  is  uncongenial 
to  most  natures,  especially  to  the  ardent  and 
active ;  and  so  it  generally  happens  that  the 
remedy  which  was  to  bring  about  the  great  object 
acquires  in  the  eyes  of  the  masses  more  importance 
than  the  great  object  itself;  and  if  it  should  ])e 
discovered  that  the  remedy  which  has  been  fought 
for  a  long  time  is  a  spurious  one,  it  becomes  very 
difficult  to  impress  this  upon  the  rank  and  file  of 
the  militant  reformers. 

An  illustration  will  make  this  clearer.  If  it  be 
granted  that  the  object  of  the  Christian  religion  is  to 
form  Christ-like  characters,  we  can  understand  that 
its  earliest  devotees,  from  the  former  experiences  of 
humanity,  should  conclude  that  such  a  great  work 
could  best  be  performed  by  a  complete  religion,  and 
the  spreading  of  the  new  religion  thus  became  the 
chief  object  of  many.     It  was  then  assumed  that 
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tlie  forming  of  cliurclies  and  congregations  was  the 
best  means  of  establishing  the  new  religion,  and 
this  was  zealously  worked  for.  Churches  re- 
quired cathedrals ;  cathedrals  were  made  attractive 
by  ceremonies ;  processions  were  found  among  the 
most  imposing  ceremonies ;  j^rocessions  without 
vestments  were  tame,  and  vestments  represent  now 
a  burning  question  among  many  serious  young 
curates.  Thus  by  allowing  the  supposed  means  to 
become  the  real  object,  afterwards  to  be  forgotten 
for  the  sake  of  another  means,  the  high  object  of 
Christianity — the  formation  of  Christ-like  char- 
acters— has  by  many  been  left  far  behind. 

Nothing  is  more  common  in  political  strife  than 
to  substitute  the  remedy  for  the  real  object,  and  the 
fact  that  all  parties  and  all  factions,  as  far  as  their 
sincere  members  are  concerned,  strive  for  the  same 
object,  does  not  prevent  them  from  fighting  furiously 
about  the  remedy. 

How  it  has  come  to  happen  that  so  many  sincere 
and  noble-minded  men  are  opposed  in  their  en- 
deavours to  promote  the  well-being  of  their  race 
and  their  country  by  another  set  of  men  equally 
sincere  and  noble-minded,  will  be  explained  by 
glancing  at  the  development  of  political  thought  in 
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Great  Britain  during  the  last  half  century  from  the 
point  of  view  of  Pohtical  Economy. 

A  new  departure  was  taken  in  British  politics 
when  Sir  Eobert  Peel  declared  in  favour  of  Free 
Trade.  It  was  not  the  abolition  of  the  corn  laws  and 
of  protective  duties  alone  which  gave  the  Liberal 
party  that  immense  prestige  which  kept  them  in 
office,  with  only  short  interruptions,  for  so  con- 
siderable a  period,  and  which  even  now  secures  them 
the  hearty  support  of  many  logical  and  strong- 
minded  men.  The  Free-Trade  reform  was  only  one 
of  the  outcomes  of  that  adherence  to  scientific 
Economy  which  was  the  leading  feature  of  their 
programme. 

Never  has  a  more  hopeful  spirit  animated  a 
political  body  than  that  which  was  imbued  into 
the  Liberal  party  by  ViUiers,  Cobden,  Bright,  and 
afterwards  Mr.  Gladstone.  That  humanity  suffered 
from  anti-economic  legislation  had  long  been  sus- 
pected by  practical  men.  Those  who  traded  with 
foreign  countries  were  quick  to  perceive  the  im- 
pediments and  annoyances  to  which  trade  and 
industry  were  exposed  in  countries  where  State 
•  interference  and  bureaucratic  meddlings  were  more 
deeply  rooted  than  in  England;   most  men  who 
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had  read  Adam  Smith's  '  Wealth  of  Nations '  were 
enthusiastically  in  favour  of  sound  Economy,  and 
such  writers  as  Henry  Buckle  and  others  had 
exposed  the  glaring  errors  of  state-craft  in  the  past. 
Under  such  circumstances  it  was  not  surprising 
that  the  intelligence  of  the  country  should  rally 
round  a  standard  which  bore  the  inscription  of 
sound  Political  Economy.  The  first  victory  gained 
under  it,  Free  Trade,  brought  such  enormous  advan- 
tages to  the  country  that  the  Liberal  party  became 
irresistible,  and  faith  in  Political  Economy  almost 
general. 

The  Free-Trade  agitation  in  England  was 
simultaneous  with  a  feverish  agitation  all  over 
Europe  for  political  freedom,  and  considering  how 
few  people  are  apt,  even  now,  to  make  a  dis- 
tinction between  political  freedom  and  economic 
freedom,  it  can  easily  be  conceived  that  no  such 
distinctions  were  made  forty  years  ago.  As  soon 
as  economists  had  proved  that  the  people  suffered 
from  the  want  of  some  special  economic  liberty, 
the  advocates  of  political  liberty  at  once  added  it 
to  their  programme,  but  in  all  cases  taking  it  for 
granted  that  it  *  was  impossible  to  obtain  such 
economic   freedom   under   the    existing    form    of 
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government.  They  therefore  demanded  political 
reform,  and  especially  that  the  power  should  be 
placed  in  the  hands  of  the  people. 

The  workers  forming  the  bulk  of  the  nation  were 
expected  to  pass  only  such  laws  as  would  benefit 
themselves,  and  consequently  the  nation  at  large. 
There  was  some  logic  in  this  reasoning ;  because 
they  had  seen  that  when  despots  and  dynasties 
had  the  power,  they  had  legislated  in  their  own 
favour ;  when  the  aristocracy  had  the  power  they 
had  legislated  in  favour  of  the  upper  classes  ;  and 
when  the  priests  had  the  power  they  had  legislated 
in  favour  of  the  Church.  What,  then,  was  more 
natural  than  that,  when  the  masses  got  the  power, 
they  should  legislate  in  favour  of  the  masses  ? 

Thus  political  liberties  and  economic  liberties 
were  mixed  up  on  the  programme  of  the  reformers, 
and  as  the  former  appeared  an  indispensable  con- 
dition to  the  latter,  this  secured  the  larger  share 
of  public  attention.  The  spirit  of  reform  and  of 
revolution  took  possession  of  the  masses  all  the 
more  as  the  frightful  economic  misgovernment  of 
the  European  States  had  engendered  a  deep  sense 
of  resentment  and  discontent.  Where  discontent 
prevails   from   any   cause,   it   is   always   directed 
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against  those  in  power,  and  where  whole  nationah- 
ties  were  systematically  misgoverned,  overtaxed, 
and  beggared,  it  was  to  be  expected  that  the 
national  cause  should  be  identified  in  tlie  minds 
of  the  people  with  the  cause  of  prosperity. 

There  were,  moreover,  historical  examples  of 
small  nations  having  improved  both  their  social 
and  economic  position  after  having  won  their 
national  independence.  But  what,  perhaps,  most 
encouraged  the  hope  that  democratic  forms  of 
government  would  produce  prosperity,  were  the 
immense  strides  of  progress  made  by  the  American 
Eepublic,  which  at  that  time  did  not  indulge  in 
the  economic  mistakes  which  now  place  the 
majority  of  its  population  under  the  heel  of  the 
capitalists. 

In  1848  the  national  movements  succeeded  in 
several  countries,  and  led  to  constitutional  reforms 
in  a  national  and  democratic  direction.  In  Eng- 
land that  party  wliich  had  gained  the  confidence 
of  the  people  by  showing  their  knowledge  of  the 
true  theories  of  government  and  by  increasing 
the  prosperity  of  the  country,  added  to  their  pro- 
gramme of  economic  reforms  political  reforms. 

The    example    from    continental    States    had 
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warned  us  against  the  danger  of  resisting  popular 
demands,  and  the  leaders  of  the  Liberal  party  had 
easy  triumphs.  The  resistance  of  the  Conserva- 
tives became  less  and  less  active,  and  in  1867  they 
took  the  game  out  of  the  hands  of  the  Liberals. 
This  roused  the  spirit  of  emulation  among  their 
opponents,  and  it  became  to  them  a  matter  of 
political  existence  to  outbid  the  Conservatives. 

There  was  plenty  of  scope  for  reforms,  especially 
in  the  domain  of  Economy,  but  it  was  political 
reforms  which  both  parties  most  favoured,  and  this 
was  natural,  as  the  advocacy  of  these  lent  itself 
more  readily  to  the  methods  of  the  platform,  and 
did  not  demand  the  same  careful  and  lucid  ex- 
position as  that  of  economic  measures.  That 
prosperity  would  result  from  political  reforms  was 
taken  on  trust,  and  the  correctness  of  this  con- 
clusion was  never  questioned. 

When  one  extension  of  the  franchise  failed  to 
bring  about  prosperity,  it  seemed  so  natural  to 
recommend  another.  Behind  the  political  reforms 
there  always  loomed,  if  not  immediate  prosperity, 
at  least  some  economic  reform  which  would  lead 
to  it,  and  which  the  Conservatives,  for  some 
reason  or  another,  were  expected  to  resist.     The 
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country  had  great  confidence  in  Liberal  promises, 
because  so  long  as  Cobden's  programme  was  ad- 
hered to,  as  long  as  the  party  strove  to  break  down 
such  State  interference  as  hampered  economic 
liberty,  their  promises  had  been  gloriously  fulfilled. 
But  after  Cobden's  death.  Political  Economy,  the 
beneficent  and  potential  element  of  his  programme, 
by  which  the  Liberal  party  had  won  such  pres- 
tige, was  gradually  deserted.  For  a  long  period 
the  reforms  passed  were  mere  political  tamperings 
with  the  Parliamentary  machine. 

When  the  power  became  concentrated  in  the 
hands  of  the  masses  and  the  question  arose  as  to 
how  that  power  should  be  used,  the  idea  con- 
tinued to  prevail  that  the  new  legislation  should  be 
specially  in  favour  of  the  masses.  It  was  then 
found  that  certain  misgivings  of  the  Conservatives 
with  respect  to  the  ability  of  the  masses  to  master 
those  sociological  and  economic  problems  on  which 
prosperity  depends,  were  not  so  entirely  unfounded 
as  the  believers  in  the  vox  populi,  vox  Dei  dogma 
had  intimated. 

It  was  hardly  politic  for  Parliamentary  can- 
didates and  politicians  in  general  to  warn  the 
masses  against  committing  the  error  of  their  pre- 
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decessors  in  power,  namely,  to  legislate  for  their 
own  class  exclusively.  Expediency,  the  existing 
animosity,  and  the  spiciness  of  political  aggres- 
sion naturally  tempted  Liberal  candidates  to  favour 
such  measures  as  would  lead  to  a  good  party 
fight.  The  measures  which  seemed  to  rouse  the 
strongest  opposition  from  the  Conservative  side 
were  such  as  interfered  with  property  and  with 
private  contract.  It  is  only  fair  to  say  that  this 
was  due  perhaps  more  to  their  instinct  of  self- 
preservation  than  to  their  knowledge  of  scientific 
principles. 

But  there  were  more  powerful  motives  than 
tactical  ones  for  favouring  measures  which  ran 
counter  to  the  principles  of  Political  Economy. 

Though  the  Free-Trade  reform  had  enormously 
increased  the  business  of  the  country,  and  had 
benefited  largely  the  trading  classes  and  skilled 
workmen,  there  remained  a  considerable  residue  of 
poor  people  whom  the  benefits  of  Free  Trade  did 
not  seem  to  have  touched,  not  only  in  the  slums  of 
the  cities  but  also  in  the  rural  districts,  and  the 
agricultural  population  of  Ireland  remained  in  a 
deplorable  state. 

Perhaps  the  increasing  prosperity  of  the  other 
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classes  made  tliem  more  tender-liearted  towards 
the  poor,  or  perhaps  the  misery  of  so  large  a 
number  of  British  subjects  was  used  by  partisans 
as  political  capital.  In  any  case  public  attention 
was  vigorously  called  to  the  existing  poverty. 

The  followers  of  Cobden,  convinced  that  Free 
Trade  was  sound  Political  Economy,  forgot  that 
sound  Political  Economy  does  not  consist  merely 
of  Free  Trade.  They  had  rashly  prophesied  great 
improvement  for  even  the  lowest  grades  of  workers, 
and  when  their  prophecies  were  not  fulfilled  in  this 
respect  a  very  large  number  of  the  weak-kneed 
disciples  of  Economy  wavered  in  their  faith.  Eager 
philanthropists,  benevolent  clergymen,  and  a  host 
of  well-meaning  people  who  had  not  been  able  to 
master  the  close  reasoning  of  the  economists,  called 
upon  Parliament  and  the  government  for  charitable 
legislation,  for  paternal  protection,  and  other 
measures  of  ever-growing  State-socialistic  ten- 
dencies ;  and  when  they  met  with  a  galling  opposi- 
tion from  the  devotees  of  Political  Economy,  who 
proved  that  such  legislation  was  incapable  of  good 
and  pregnant  with  evil,  there  began,  as  described 
in  our  Introduction,  to  grow  up  that  hatred  of  what 
they  called  '  the  dismal  science.' 
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Later  on,  when  several  of  the  great  causes  of 
trade  inflation,  of  which  we  have  akeady  spoken, 
ceased  to  act,  and  a  trade  depression  which 
threatened  to  become  permanent  had  set  in,  the 
jeering  against  Political  Economy  gained  in  vehe- 
mence. At  that  time  the  belief  in  bank  monopoly 
being  in  full  force,  and  the  importance  of  Free  Trade 
in  Capital  not  being  understood,  the  economists 
became  crestfallen,  for  in  face  of  a  clamour  from 
their  adversaries  for  more  miracles,  they  stood 
without  a  constructive  programme. 

As  Pohtical  Economy  seemed  to  desert  the 
Liberals,  the  Liberals  deserted  Political  Economy. 
The  whole  party  embraced  the  State-socialistic 
principles  of  their  extreme  wing,  and  the  Liberal 
party  became  the  Eadical  party.  The  great  truths 
of  Henry  Buckle  were  forgotten  ;  Cobden's  pro- 
gramme of  resistance  against  State  interference  in 
the  affairs  of  individuals  was  abandoned ;  the 
teachings  of  Herbert  Spencer,  though  never  dis- 
proved, were  disregarded ;  and  since  1878  alone,  no 
less  than  three  hundred  State-socialistic  measures 
have  been  passed.  Though  the  host  of  anti- 
economic  measures  which  have  been  carried  are 
claimed  by  the  Liberals  as  part  and  parcel  of  their 
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programme,  it  is  only  fair  to  say  that  the  Conser- 
vatives are  as  responsible  as  the  Liberals  in  this 
respect.  For  not  only  have  they  themselves  passed 
many,  but  the  opposition  against  others  they  have 
offered  has  been  lame  and  of  a  kind  which  has 
often  suggested  that  their  opposition  was  interested. 
If  anybody  should  be  blamed,  both  parties  should 
be  blamed  alike  ;  but  it  would  be  obviously  unjust 
to  expect  any  legislative  body  to  apply  principles 
of  Political  Economy  before  they  are  known. 

It  is  only  lately,  since  the  Eadical  party  have 
placed  on  their  programme  measures  which  threaten 
to  destroy  the  right  of  private  property,  and  to  dis- 
integrate the  Empire,  that  the  Conservative  party, 
with  the  exception  of  some  erratic  members,  have 
paused  in  the  socialistic  race,  and  taken  up  a  posi- 
tion really  antagonistic  to  the  other  party  ;  and  as 
they  now  begin  to  draw  their  best  arguments  from 
the  arsenal  of  Political  Economy,  it  is  becoming  an 
historical  fact  that  the  two  great  parties  of  the 
State  have  within  thirty  years  changed  ground. 

The  position  the  Liberals  held  thirty  years  ago 
the  Conservatives  are  gradually  taking  up,  and  that 
which  the  Conservatives  occupied  is  being  taken 
by  the  Liberals.     The  Conservatives  begin  to  stand 
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up  for  individual  liberty  and  scientific  methods  of 
government,  while  the  Liberals  have  adopted  State 
tyranny  as  their  goal,  and  a  class  legislation  reckless 
enough  to  destroy  even  those  which  it  is  intended 
to  benefit.  The  Conservatives  show  trust  in  the 
working  man,  and  a  desire  to  protect  his  liberty 
and  dignity.  The  Eadicals  would  make  of  him  an 
irresponsible  dependent  on  a  superior  class,  the  new 
aristocracy,  the  bureaucrats ;  and  as  far  as  sound 
economic  measures  are  beneficial  and  State  inter- 
ference destructive  to  prosperity,  the  Conservatives 
promise  to  be  the  working  man's  friend  and  the 
Liberals  his  persecutor. 

Through  these  evolutions  of  ideas  the  two  great 
parties  have  almost  exchanged  places  and  remained 
opponents.  Since  the  settlement  of  the  great  ques- 
tion which  had  divided  them  for  centuries — namely, 
whether  the  power  should  remain  in  the  hands  of 
the  upper  classes  or  the  masses — had  through  the 
wide  extension  of  the  franchise  been  settled  in 
favour  of  the  masses,  the  great  parties  have,  how- 
ever, managed  to  find  bones  of  contention  enough 
to  keep  up  their  existence,  and  though  their  objects 
have  changed  their  tactics  remain  virtually  the 
same.      These   tactics   may   be   described   as   an 
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energetic  pushing  of  reform  on  tlie  part  of  the 
Liberals,  and  a  slow  yielding  on  the  part  of  the 
Conservatives. 

As  long  as  this  pushing  of  reforms  on  the  one 
part  and  yielding  on  the  other  tended  to  advance 
our  nation  and  our  race  towards  that  glorious 
goal  of  individual  liberty,  and  that  high  degree 
of  prosperity  for  all,  which  alone  institutions 
in  harmony  with  sound  Political  Economy  can 
secure — as  long  as  that  goal  was  aimed  at,  the  result 
of  the  tactics  of  the  parties  was  steady  progress. 

But  by  the  inter-exchange  of  programmes  the 

result  will  be  the  contrary,  namely,  retrogression. 

The  advance  from  complete  slavery  of  the  individual 

under  the  State  which  characterised  the  dawn  of 

civilisation  towards  that  noble  individual  freedom 

which   alone  can  give  free   scope   to  the  higher 

nature  of  man  is  being  arrested,  and  the  return  to 

barbarism  is  slowly  beginning.     Cobden  and  his 

followers  took  us  near  the  goal,  but  Mr.  Gladstone 

and  his  followers  threaten  to  take  us  back  to  the 

Egyptian  slavery  after  allowing  us  but  a  glance  at 

the  promised  land.     It  is  this  retrogression  which 

at  every  cost  must  be  stopped  if  Great  Britain  is  to 

maintain  her  position  as  the  pioneer  of  civilisation. 


178  FREE  TRADE  IN    CAPITAL 


CHAPTEE  XIII 

STATE   SOCIALISM  AND  TRADE 

To  stay  the  new  retrograde  movement,  to  induce 
the  nation  to  take  up  Cobden's  programme  at  the 
point  where  it  was  abandoned  by  the  Liberal  party, 
to  encourage  the  dissolution  of  the  now  obsolete 
party  division  and  to  promote  the  formation  of  a 
new  party  to  govern  for  the  benefit  of  the  people 
instead  of  for  the  benefit  of  parties — to  do  all  this  it 
does  not  suffice  to  show  what  splendid  results  would 
ensue  from  governing  according  to  the  science  of 
government. 

It  is  also  necessary  to  demonstrate  that  the 
methods  suggested  by  party  expediency,  popular 
prejudices,  and  thoughtless  applications  of  Domestic 
Economy  in  domains  where  Political  Economy 
should  reign  supreme,  can  only  lead  to  the  very 
opposite  of  the  results  hoped  for. 

Herbert  Spencer,  in  his  '  Introduction  to  Soci- 
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ology,'  points  out  the  generally  prevailing  naive 
idea  that  the  government  can  do  things  better  for 
the  people  than  the  people  can  do  them  for  them- 
selves, and  how  the  best  logic  and  thousands  of 
years  of  experience  to  the  contrary  have  left  but 
very  little  impression.  There  is  no  doubt  that  the 
further  the  individual  in  his  social  position  is  re- 
moved from  government  circles,  the  less  his  know- 
ledge of  what  government  means,  the  greater  his 
belief  in  the  omnipotence  and  omniscience  of  the 
government. 

Those  who  themselves  have  had  experience  of 
government  know  best  what  folly  it  is  to  overload 
it  with  innumerable  functions  and  responsibilities  ; 
and  how  necessarily  every  additional  task  with  which 
it  is  encumbered  hampers  the  fulfilment  of  the 
aggregate  of  its  duties.  It  cannot  be  otherwise, 
because,  though  new  tasks  imposed  upon  govern- 
ment may  often  appear  to  be  well  accomplished, 
and  executed  without  detracting  from  the  fulfil- 
ment of  other  tasks,  it  should  be  remembered  that 
the  way  in  which  government  is  carried  on  depends 
on  one  man. 

In  Great  Britain  this  man  is  the  Prime  Minister. 
He  appoints  his    Cabinet ;  each  Cabinet  Minister 

N   2 
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selects  his  officials,  the  officials  select  inspectors  and 
managers,  and  these  supervise  all  those  who  work 
for  the  government.  How  complete  the  chain  of 
responsibility  is  has  over  and  over  again  been  illus- 
trated by  incidents.  Not  long  ago  a  Cabinet 
Minister  felt  unsafe  in  his  seat  because  a  policeman 
had  molested  a  girl  in  the  street.  This  gives  an 
idea  what  the  position  of  a  Prime  Minister  will  be 
when  the  management  of  the  bulk  of  the  economic 
activity  of  the  nation  is  in  his  hands — when  the 
grievances  of  every  individual  of  an  Empire  with 
hundreds  of  millions  of  inhabitants  must  reach  him 
before  they  can  be  abated. 

What  will  happen  when  individuality  becomes 
levelled  down  to  one  type  we  can  learn  from  Ger- 
many where  the  whole  national  life  is  manipulated 
by  one  Minister.  However  much  the  Prime 
Minister  of  a  country  works,  the  time  he  can  add 
to  his  working  hours  is  ludicrously  short  com- 
pared with  the  enormous  labours  heaped  upon  him. 
What  is  he  to  do  ?  He  achieves  the  most  important 
part,  and  leaves  the  rest  undone,  or  delegates  it  to 
officials  with  the  severe  injunction  that  he  is  not 
to  be  pestered.  He  must  trust  to  his  subordinates 
in  matters  the  most  grave,  and  if  they  have  capacity 
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enough  to  help  him  to  remain  in  power,  he  is 
obhged  to  shut  his  eyes  to  those  mistakes,  corrup- 
tions, and  petty  tyrannies  which  they,  like  most 
subordinates,  are  apt  to  indulge  in.  They  on  their 
part  have  to  delegate  power  to  screen  their  subor- 
dinates in  their  turn,  and  thus  are  laid  the  founda- 
tions of  an  all-powerful  bureaucracy. 

To  trust  to  the  government  is  therefore  to  trust 
to  the  bureaucrats. 

In  a  coming  chapter  devoted  to  Socialism  we 
shall  show  how  the  centralisation  of  power,  the  mul- 
tiplication of  government  officials,  and  the  creation 
of  an  omnipotent  bureaucracy — all  indispensable 
features  of  a  socialistic  form  of  government — 
prevent  the  expected  benefits  and  add  to  the  misery 
of  the  masses. 

Here  we  shall  deal  with  another  batch  of  evil 
effects  from  State  Socialism  which  are  the  direct 
outcome  of  that  serious  mistake  of  applying  the 
principles  of  Domestic  Economy  to  a  nation  whose 
institutions  still  retain  some  elements  of  individual 
liberty. 

The  fundamental  fact  on  which  all  true  Political 
Economy  is  based — the  solidarity  of  humanity — is 
far  from  being  recognised.     Its  economic  conse- 
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quences  have  never  been  permitted  to  develop. 
Civilisation  begaii  by  government,  and  governments 
always  disregarded  the  principle  of  the  solidarity 
of  all.  Ambition,  dynastic  aspirations,  the  spirit 
of  class  and  caste,  religious  fanaticism,  the  short- 
sightedness of  civic  corporations  and  trade  guilds, 
have  unremittingly  created  artificial  antagonism 
instead  of  amity ;  competition  instead  of  co-opera- 
tion. 

We  now  live  under  many  artificial  regulations 
and  restrictions,  the  results  of  which  make  it  difiicult 
to  believe  that  the  advantage  of  one  man  is  also  the 
advantage  of  all.  But,  despite  all  that  has  been 
done  to  obscure  this  truth,  we  find  it  asserting 
itself  whenever  it  has  a  chance.  The  doctor  who 
cures  his  patients  best  has  the  best  practice ;  the 
merchant  who  sells  the  best  and  cheapest  goods  has 
the  largest  business  ;  every  man  who  wishes  to  gain 
a  living  has  to  find  some  w^ay  of  making  himself  use- 
ful to  others.  In  spite,  then,  of  State  interference 
and  the  anomalies  it  brings  about,  we  find  that  the 
great  truth  of  the  solidarity  of  mankind  underlies 
the  whole  commercial  system  of  the  world. 

Even  the  exceptions  point  in  the  same  direction. 
The  capture  of  slaves  in  Africa  and  their  compul- 
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sion  to  work  on  the  American  plantations,  appeared 
to  be  an  advantage  to  the  slave-owner  and  a  disad- 
vantage to  the  slave ;  but  recent  experience  has 
shown  it  to  be  a  disadvantage  to  both,  for  free 
labour  has  been  proved  to  pay  better  than  slave 
labour.  The  immense  difference  in  the  social  ad- 
vantages of  the  wealthiest  classes  and  the  great 
masses  of  the  poor  has  induced  many  a  reformer  to 
preach  the  redistribution  of  wealth  ;  if  such  preach- 
ings have  had  no  effect  in  those  countries  where  the 
masses  hold  the  power,  it  is  because  they  have  re- 
cognised that  an  attack  on  the  property  of  others, 
that  is  to  say,  on  the  capital  which  finds  them 
the  work,  would  do  them  more  harm  than  the 
capitalists. 

The  universal  evils  which  flow  from  usury  can- 
not be  cited  as  evidence  against  human  solidarity 
until  it  has  been  proved  that  the  destructive 
usurer  would  make  more  money  as  a  usurer  than 
as  a  useful  banker  working  without  State  restric- 
tions. The  grasping  middle-man  has  recourse  to 
oppression  because  it  increases  his  profit  under  a 
system  which  makes  the  demand  for  labour  far  less 
than  the  supply.  Under  a  system  which  would  make 
the  demand  for  labour  great  the  man  who  is  now  a 
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sweater  would  have  to  exercise  all  his  ingenuity 
for  the  good  of  the  working  people,  who  are  indis- 
pensable factors  in  his  business.  The  fact  that  even 
under  a  most  perfect  system  men  would  be  found 
who  would  try  to  profit  at  the  expense  of  others, 
does  not  disprove  the  solidarity  of  humanity,  be- 
cause they  might  belong  to  that  large  proportion 
of  people  who  do  not  understand  their  own  inte- 
rests. 

London,  or  any  other  great  city,  illustrates  how 
the  solidarity  of  all  tends  to  increase  the  comfort 
of  each  individual.  In  London  you  can  probably 
obtain  more  easily  than  anywhere  else  the  products 
of  every  clime,  every  industry,  and  every  art. 
It  is  to  the  interest  and  advantage  of  thousands  to 
hold  these  things  at  your  disposal  for  the  least 
possible  return  on  your  part  of  goods  or  services. 
Four  and  a  half  millions  of  people  are  daily  pro- 
vided, not  only  with  ordinary  necessaries  of  life, 
but  with  the  best  results  of  which  art  and  science 
are  capable,  and  everybody's  interest  is  to  serve 
others  well. 

With  this  wonderful  example  of  a  huge  free 
economic  mechanism  before  us,  it  will  be  under- 
stood whv  the  natural  and  free  result  of  human 
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solidarity  may  be  likened  to  the  works  of  a  watch. 
The  more  perfect  such  works  are  the  more  de- 
structive would  it  be  if  a  pin,  or  any  other  clumsy 
instrument,  were  from  time  to  time  crushed  into 
them  with  the  object  of  accelerating  the  move- 
ment of  the  wheels. 

Socialistic  measures  are  violently  introduced 
obstacles  into  the  mechanism  of  free  division  of 
labour,  in  the  vain  hope  of  improving  its  working. 
When  the  velocity  of  one  wheel  is  thus,  from 
abnormal  causes,  accelerated  or  slackened,  it  is 
out  of  gear  with  the  other  wheels  and  the  whole 
mechanism  is  affected.  The  entire  movement  be- 
comes irregular,  and  all  its  various  parts  seem  to 
call  for  abnormal  tamperings. 

One  crude  piece  of  Domestic  Economy  violently 
introduced  into  the  delicate  mechanism  of  free 
division  of  labour  will  in  this  way  mischievously 
affect  the  whole  system,  and  in  order  to  obtain  any 
visible  result  from  the  innovation,  as  well  as  to 
counteract  the  general  disorder,  more  interfering 
measures  are  suggested  and  often  carried,  without 
attaining  the  original  object. 

An  abstract  consideration  of  the  two  systems 
of    economy — Political    Economy    and    Domestic 
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Economy — leads  irresistibly  to  the  above  conclu- 
sions, and  our  experience  during  the  last  decade 
confirms  them  in  a  most  striking  manner. 

The  chief  result  of  the  mass  of  modern  State- 
socialistic  legislation  is  a  growing  demand  for 
more. 

And  it  could  not  be  otherwise.  Those  who 
dream  of  benefiting  the  people  through  State- 
socialistic  measures  hardly  ever  consider  the  full 
bearing  of  the  Bills  they  advocate  on  the  general 
conditions  under  which  they  have  to  be  applied. 
They  usually  overlook  the  fact  that  the  remedy 
they  propose  only  applies  while  the  existing  con- 
ditions remain  unchanged,  and  ignore  that  these 
very  measures  bring  about  a  change  in  the  con- 
ditions which  reverses  the  effects. 

For  example,  if  a  community  is  suffering  from 
drunkenness,  and  finds  that  most  of  the  drinking 
is  done  in  a  public-house,  it  might  be  suggested 
to  close  the  public-house  as  a  means  of  preventing 
drunkenness.  While  the  public-house  was  open 
there  was  little  or  no  inducement  for  home 
drinking  or  secret  unlicensed  drink  trafiic.  But 
by    forbidding    public-houses    this    condition   of 
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things  is  entirely  changed,  and  there  is  a  strong 
temptation  to  encourage  these  and  even  worse 
evils.  Far  from  being  an  absolute  remedy,  the 
closing  of  the  public-house  will  only  produce  that 
much  good  which  forms  a  difference  between  the 
old  conditions  with  the  public-house  and  the  new 
conditions  without  it.  If  the  conditions  remain 
the  same  with  closed  public-houses  as  the  tee- 
totallers generally  take  for  granted,  it  would  be 
very  easy  to  render  a  nation  sober. 

It  will  be  useful  here  to  look  into  some  of  the 
State-socialistic  measures  which  have  been  passed 
in  Great  Britain  with  the  view  to  improving  the 
condition  of  the  working  man,  in  order  to  make  it 
clear  why  they  have  failed  and  why  they  are  bound 
to  fail. 

To  be  perfectly  fair,  we  will  first  take  some 
measures  which  have  been  popularly  regarded  as 
successes,  and  which  are  generally  defended  by 
politicians  who  have  achieved  popularity,  namely, 
the  Factory  Acts. 

Eichard  Cobden  and  John  Bright,  the  two 
greatest  and  most  practical  benefactors  of  the 
working  classes  in  England,  have  frequently  been 
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held  up  by  their  opponents  as  the  secret  champions 
of  capitalists  against  the  working  classes  because 
they  opposed  the  Factory  Acts. 

Nothing  proves  more  their  thoroughness  as 
both  democrats  and  economists.  They  saw  what 
the  uneducated  could  not  see,  that  by  arbitrarily 
fixed  rules  for  labour  in  a  free  country  they 
would  harm  the  country  at  large  and  the  working 
classes  in  particular.  They  struggled  to  bring 
about  short  hours,  and  easy  and  highly-paid  work 
for  all,  in  the  most  effective  and  direct  way,  namely, 
by  increasing  the  prosperity  of  the  country  until 
short  working  hours  would  suffice  for  a  working 
man  to  provide  for  himself  and  his  family.  They 
wished  to  leave  it  to  each  man's  option  to  work 
longer  and  harder  when  such  extra  application  was 
demanded  by  circumstances.  They  knew  that 
prosperity  could  not  be  brought  about  by  Act  of 
Parliament,  but  only  by  entire  respect  for  economic 
laws. 

Their  opponents,  on  the  contrary,  finding  a 
certain  amount  of  trade  going  on  in  England,  took 
for  granted  that  by  some  mysterious  ordinance  of 
Providence  the  same  amount  of  trade  would  con- 
tinue to  exist,  irrespective  of  the  conditions  under 
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which  it  was  carried  on.  They  did  not  see  that, 
by  compulsorily  limiting  the  hours  of  work,  they 
facihtated  competition  abroad,  paralysed  the  em- 
ployer in  his  enterprise,  raised  the  cost  of  produc- 
tion in  England,  and,  thus  reducing  the  demand 
for  British  goods,  strongly  favoured  a  decrease  in 
wages. 

It  is  evident  that  the  reduction  of  the  working 
hours  accompanied  by  a  reduction  of  wages  is  not 
progress — not  what  the  working  classes  aim  at. 
The  absurdity  of  the  proposition  to  compulsorily 
curtail  the  working  hours  without  diminishing 
wages — all  other  conditions  remaining  the  same — 
is  easily  demonstrated  by  the  inevitable  corollary 
— that  no  w^ork  at  all  produces  the  highest  state  of 
prosperity  !  The  above  economic  reservation,  '  all 
other  conditions  remaining  the  same,'  was  of  course 
overlooked  by  the  advocates  of  the  Factory  Acts, 
as  it  always  is  by  the  advocates  of  State  Socialism. 
But  it  was  not  overlooked  by  Bright  and  Cobden. 

The  Factory  Acts  were  never  accused  of  having 
produced  those  bad  results  towards  which  they 
tend,  because  everything  else  did  not  remain  the 
same.  Simultaneously  with  the  passing  of  those 
Acts,  British  trade  experienced  an  extraordinary 
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inflation  from  the  Free-Trade  reform  and  other 
powerful  causes.  The  tendency  of  the  Factory- 
Acts  to  lower  wages  was,  by  the  leaps  and  bounds 
of  trade  in  general,  reduced  to  a  check  on  a  rise 
in  wages. 

The  working  man  was,  through  the  Factory 
Acts,  legally  deprived  of  the  right  of  earning  all 
he  could ;  but  as  he  earned  more  than  ever,  as 
short  hours  agreed  with  him,  and  as  in  many  trades 
overtime  was  practicable,  the  working  man  never 
made  a  grievance  out  of  this  prohibition.  On  the 
contrary,  the  flourishing  state  of  trade  was  by 
many  of  them,  and  especially  by  their  leaders, 
attributed  to  the  short  hours — with  such  eflect  that 
even  now  many  of  the  working  classes  remain 
under  the  impression  that  the  more  the  working 
hours  are  reduced  the  greater  the  chances  of  work 
and  the  better  the  pay. 

Similar  opinions  have  been  adopted,  either  sin- 
cerely or  out  of  diplomacy,  by  certain  prominent 
politicians.  Lord  Eandolph  Churchill,  for  instance, 
advocates  an  official  reduction  of  the  working 
hours  as  a  means  of  increasing  wages  and  oppor- 
tunities of  work.  Such  a  measure  can  only  be 
recommended  by  starting  from  the  fallacious  sup- 
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position  that  the  work  to  be  done  is  a  fixed  quantity, 
a  stable  factor  in  the  problem. 

Far  from  being  a  stable  factor,  the  quantity  of 
work  to  be  done  is  one  which  varies  most  sensi- 
tively with  the  conditions  under  which  it  is  accom- 
plished. It  is  only  too  evident  that,  under  a  system 
of  competition  between  many  countries  for  the 
sale  of  goods  in  neutral  markets,  the  quantity  of 
exported  goods  depends  entirely  on  the  cost  of  pro- 
duction. It  might  be  disastrous  to  whole  industries, 
as  it  has  been  to  parts  of  such,  to  be  tied  down  to 
fixed  working  hours  and  similar  regulations  at  a 
juncture  when  competition  compels  us  to  put  forth 
all  our  power.  In  such  cases  the  reduction  of 
wages  might  not  suffice,  especially  when  expensive 
machinery,  expensive  moulds,  rollers,  and  patterns 
are  required  for  goods  which  are  subject  to  aU  the 
fluctuations  of  fashion.  Apart  from  cost  of  pro- 
duction, quick,  and  especially  exact,  delivery  is  a 
condition  which  often  determines  the  orders.  By 
rigidly  fixed  hours  not  only  might  large  present 
business  be  lost,  but  our  specialities  might  be 
permanently  secured  by  foreign  competitors. 

There  are  other  points  to  be  considered.  Lost 
business  means  not  increased  but  reduced  capital, 
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which  certainly  results  in  fewer  chances  of  employ- 
ment. The  employer  who  knows  that,  however 
able  he  may  be  to  pay  high  wages,  he  is  deprived 
of  making  a  free  contract  with  his  labourers,  must 
be  very  circumspect  with  regard  to  the  contract 
he  accepts  from  foreign  customers,  or  he  must 
stereotype  his  activity  in  a  way  which  places 
British  industry  at  a  disadvantage. 

In  this  and  many  other  ways  the  Factory  Acts 
tend  to  reduce  wages  and  to  deprive  the  working 
man  of  opportunities  of  work.  Besides,  it  should 
be  specially  noted  that  the  benefits  which  these 
Acts  are  expected  to  confer  on  the  working  classes 
are  only  attainable  when  business  is  good  enough 
to  keep  wages  up  and  employment  plentiful — that 
is  to  say,  when  the  working  man  is  in  a  position  to 
make  the  best  terms  for  himself  without  Factory 
Acts.  They  only  prevent  him  from  earning  more 
if  such  should  be  his  desire.  "When  employment 
is  scarce  and  many  workers  compete  for  it  and 
would  willingly  work  extra  hours  to  tide  over  the 
bad  times,  then  the  Factory  Acts  cannot  help  the 
working  man  at  all.  On  the  contrary,  they  can 
only  prevent  the  return  of  those  good  times,  which 
bring  with  them  high  wages,  and  freedom  for  the 
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workers  to  live  by  short  hours  of  work  or  to  work 
hard  for  future  independence. 

No  man  can  defend  the  Factory  Acts  from  the 
accusation  of  being  worse  than  useless  when  times 
are  bad  and  ridiculously  superfluous  when  times 
are  good. 

So  far,  we  have  only  considered  the  effect  of  the 
Factory  Acts  on  those  working  people  who  have  re- 
mained within  the  circle  of  their  direct  influence, 
that  is  to  say,  the  workers  in  industries  which 
continue  to  be  carried  on  in  factories.  But  among 
the  general  economic  effects  which  the  Factory  Acts 
have  contributed  to  produce  is  the  gigantic  develop- 
ment of  the  sweating  system. 

Such  industries  which  foreign  and  home  com- 
petition did  not  allow  to  be  carried  on  with  cer- 
tainty of  continuity  and  a  fair  chance  of  profit  in 
State-regulated  factories  were  relegated  to  the 
homes  of  the  poor  people.  Apart  from  the  un- 
healthiness  and  discomfort,  home-work  for  large 
industrials  involves  necessarily  the  agency  of  a 
great  number  of  middle-men,  whose  considerable 
profits  are  all  taken  out  of  the  wages  of  the  workers, 
and  render  that  state  of  slavery  possible  which  we 
have  described — a  state  under  which  the  starving 
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and  pinching  of  the  poor  bring  about  the  inevitable 
result  of  less  demand  for  goods,  and  a  consequent 
diminution  of  the  chances  of  employment. 

Such  is  the  real  nature  of  one  of  the  most 
popular  State-socialistic  measures,  and  it  is  un- 
fortunate that  the  working  classes  should  look 
upon  those  who  wish  to  free  them  from  this  ruinous 
bondage  as  their  sworn  enemies.  But  on  the 
other  hand  it  is  gratifying  that  the  Factory  Acts 
need  not  be  repealed.  All  that  is  required  is  to 
convince  the  working  classes  that  there  is  a  direct 
and  short  road  to  high  wages  and  short  hours,  viz. 
the  removal  of  other  older  and  more  pernicious 
State  impediments  to  prosperity.  When  this  is 
done,  the  Factory  Acts,  like  so  many  other  per- 
nicious Acts,  will  become  obsolete. 

It  is  a  hopeful  sign  that  the  labour  congresses 
are  sufficiently  aware  of  the  fallacy  of  the  eight 
hours'  reform  to  resist  it  as  a  new  burden  which 
well-meaning  ignorance  or  cynical  ambition  would 
foist  upon  them.  It  is  amazing  that  political 
leaders  do  not  perceive  what  the  majority  of  the 
labour  congresses  are  no  doubt  aware  of,  namely, 
that  if  they  reduce  the  working  hours,  the  working 
men  will  suffer  unless  they  fix  the  wages  at  the 
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same  time.  If  tliey  fix  the  wages  without  having  a 
guarantee  that  the  employers  will  not  dismiss  any 
of  their  men,  they  might  bring  about  an  alarming 
want  of  employment.  We  thus  see  that  the  intro- 
duction of  one  piece  of  domestic  legislation  into 
our  free  system  interferes  with  its  entire  working, 
and  that  before  a  compulsory  shortening  of  hours 
can  be  beneficial,  the  whole  productive  trade  of 
the  country  must  be  State-organised. 

Another  popular  socialistic  enactment  is  the 
one  which  purports  to  prevent  a  landlord  from 
seizing  the  chattels  of  a  tenant  under  the  value  of 
5^.  sterling.  This  Act  was  certainly  well  intended, 
was  easily  carried,  and  generally  looked  upon  as 
legislation  in  favour  of  the  working  man. 

But  what  are  the  results?  The  usual  and 
inevitable  ones.  The  conditions  under  which  the 
Act  was  to  be  applied  have  been  changed  by  the 
Act,  and  the  result  is  reversed.  If  before  the  Act 
a  landlord  let  tenements  to  a  man,  or  a  family, 
owning  chattels  under  5/.,  and  the  Act  had  been 
put  in  force,  while  the  tenants  were  in  possession 
of  the  place,  the  goods  would  have  been  safe 
against  a  harsh  landlord.  But  under  the  new  Act, 
a  working  man  is  not  permitted  to  take  possession 
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of  a  dwelling  of  a  harsh  landlord  except  his 
chattels  exceed  the  value  of  5Z.  by  one  week's  or 
one  month's  rent,  as  the  case  may  be,  or  he  must 
pay  his  rent  in  advance. 

We  thus  find  that  while  this  Act  was  not 
required  in  the  case  of  considerate  landlords,  it  has 
aggravated  the  position  of  the  working  man  in  his 
relations  with  a  harsh  landlord.  The  Act  deprives 
the  working  man  of  credit  to  the  extent  of  5Z., 
prevents  him  from  using  his  property  in  the  way 
circumstances  require,  and  places  him  in  the  dis- 
advantageous position  of  a  minor  without  the  com- 
pensation of  having  any  single  one  of  his  wants 
provided  for. 

The  benevolent  socialistic  measures  of  the  two 
staunch  friends  of  the  working  man — Her  Majesty's 
Government  and  Her  Majesty's  Opposition — do 
not  always  meet  with  an  enthusiastic  reception 
from  those  in  whose  favour  they  are  framed. 

Very  creditable  sympathies  with  the  hard- 
worked  and  under-paid  pit-girls  moved  their  State- 
socialistic  friends  in  Parliament  to  take  their  work 
from  their  shoulders  by  that  easy  and  simple 
method,  so  dear  to  State  Socialists,  namely,  pro- 
hibition.    The  girls  were  to  be  forbidden  to  work 
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at  the  pit-mouth.  Those  acquainted  with  this 
class  of  work  will  be  surprised  that  it  could  ever 
be  supposed  to  possess  such  irresistible  attractions 
as  to  render  a  Parliamentary  prohibition  necessary 
to  prevent  the  girls  from  doing  it,  and  thereby 
neglect  such  womanly  occupations  as  ornamenting 
their  homes  and  devoting  themselves  to  the  culi- 
nary art.  That  they  were  driven  to  this  rough 
work  from  sheer  necessity,  and  that,  when  deprived 
of  it,  they  would  have  no  work  to  fall  back  upon, 
never  struck  our  State  SociaUsts  until  a  deputation 
of  pit-girls  sued  for  protection  against  their  undis- 
criminating  friends. 

But  it  is  not  often  that  the  bad  effect  of 
socialistic  measures  lies  so  much  on  the  surface 
as  in  the  case  of  the  pit-girls.  The  contrary  is 
usually  the  case  ;  the  advantages  appear  plausible 
while  the  disastrous  effects  can  only  be  arrived  at 
by  exact  economic  reasoning  or  by  a  dearly 
bought  experience. 

The  Merchandise  Marks  Act  is  a  case  in  point. 
It  was  hailed  with  general  approval,  except  by 
those  whose  business  suffered  directly  from  it. 
Since  the  Act  has  come  into  force,  some  few 
instances  have  been  pointed  out  in  which  the  Act 
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is  supposed  to  have  benefited  British  trade,  but  on 
closer  examination  it  has  generally  been  found  that 
the  cases  which  have  called  forth  these  eulogies 
of  the  Act  have  been  entirely  isolated,  and  of  a 
nature  to  gratify  the  sentiment  of  jealousy  and 
retribution  rather  than  to  further  British  industry. 
But  the  bad  effects  it  has  produced  on  many 
branches  of  British  trade,  and  especially  on  our 
shipping,  are  both  numerous  and  far-reaching. 

The  object  of  the  Act  was  to  prevent  the  names 
of  British  manufacturers  from  being  placed  fraudu- 
lently on  British  goods,  to  prevent  British  manu- 
facturers or  dealers  from  having  their  own  names 
placed  on  foreign  goods,  except  accompanied  by 
the  express  declaration  that  the  goods  were  not 
manufactured  in  Great  Britain.  This  enactment 
was  supposed  to  benefit  British  manufactures  by 
protecting  them  from  foreign  imitators  of  goods 
and  labels,  and  from  having  the  reputation  of  their 
products  discredited  abroad  by  spurious  imitations. 
It  was  supposed  to  benefit  the  working  men  of 
Great  Britain  by  increasing  the  sale  of  the  goods  in 
the  manufacturing  of  which  they  were  engaged,  and 
in  preventing  employers  from  having  part  of  tlieir 
goods  made  abroad. 
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How  have  these  expectations  been  fulfilled? 
First  as  to  the  spurious  imitation  of  British  goods 
and  labels  abroad,  the  British  government  have  no 
power  to  interfere  with  it.  All  they  can  do  is  to 
stop  such  goods  when  they  come  to  this  country 
to  be  consumed  here,  or  to  be  trans-shipped  in 
British  vessels.  The  huge  trade  that  is  carried  on 
abroad  in  the  manufacturing  countries  themselves, 
or  with  other  countries,  in  goods  labelled  with 
spurious  British  labels,  cannot  be  interfered  with 
by  our  government.  That  the  prohibition  of  the 
importation  into  Great  Britain  of  such  goods  would 
benefit  British  industry  was  based  on  the  patriotic 
bias  that  British  goods  are  good  and  foreign  goods 
are  bad,  and  that  the  public  would  always  give 
preference  to  British  goods  if  they  could  only  dis- 
tinguish them  from  foreign  ones. 

This  supposition  was  much  truer  before  the  Act 
than  after  it  was  passed,  because  the  public,  not 
being  the  helpless  fool  the  State  Socialists  always 
suppose  it  to  be,  selected  their  goods  according 
to  quality,  and  the  foreign  imitator,  requiring  a 
profit  on  his  fraud,  manufactured  bad  qualities 
with  intent  to  make  a  large  profit.  By  natural 
selection  the  British  thus  sold  the  most. 
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This  is  now  altered.  The  Act  has  put  a  stop 
to  the  importation  of  foreign  imitations,  and  the 
foreign  manufacturer  being  thus  rudely  reminded 
of  the  fact  that  honesty  is  the  best  policy,  has 
only  one  way  of  getting  his  goods  accepted  in  Great 
Britain,  that  is  by  establishing  a  reputation  for 
his  own  trade-mark  in  this  country.  This  is  now 
an  object  on  which  many  foreign  manufacturers 
are  seriously  intent,  and  as  they  become  more  suc- 
cessful the  competition  which  they  offer  to  British 
manufacturers  will  be  more  formidable  than  before- 

In  preventing  the  trans-shipment  of  imitation 
goods  in  the  British  ports  the  Act  in  no  way 
diminishes  the  sale  of  such  goods  in  foreign 
countries  :  all  it  does  is  to  deprive  British  ships 
and  steamers  of  freight,  and  encourage  a  direct 
trade  between  Germany  and  the  neutral  markets. 

The  prohibition  to  British  firms  to  label  uncon- 
ditionally their  goods  manufactured  abroad  in  the 
same  way  as  they  label  their  goods  manufactured 
in  Great  Britain  is  a  serious  blow  to  British  com- 
merce. One  of  the  great  advantages  of  Free  Trade 
^  is  that  English  business  men  and  manufacturers  can 
avail  themselves,  with  great  advantage  to  their 
own  trade,  of  all  the  best  results  of  foreign  industry. 
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Free  Trade  allows,  or  rather  did  allow,  a  British 
producer  or  merchant  to  make  up  his  range  of 
samples  from  both  British  and  foreign  manufac- 
tures, and  thereby  present  a  complete  collection 
which  could  defy  competition  both  as  to  assortment 
and  as  to  price — an  advantage  which  business  men 
can  well  appreciate.  These  facilities  made  Great 
Britain  the  market  of  the  world,  and  brought 
customers  for  a  far  larger  quantity  of  goods  than 
Great  Britain  alone  could  produce.  They  tended 
to  render  British  ports  the  chief  shipping  places  of 
European  goods  to  neutral  markets,  and  British 
steamers  the  carriers  of  the  world.  It  has  not 
infrequently  been  the  case,  that  French  merchants 
in  a  French  colony  have  bought  all  their  continental 
goods,  including  those  from  France,  through  English 
merchants,  and  had  them  shipped  by  our  vessels. 

This  great  advantage  for  English  manufacturers, 
merchants,  and  shippers  is  considerably  diminished 
by  the  Merchandise  Marks  Act.  The  goods  must 
either  not  be  shipped  at  all  for  British  account,  or 
shipped  without  any  label,  or  with  a  label  indicating 
their  origin.  All  three  ways  are  bad.  The  loss  of 
sale  of  some  qualities  might  lead  to  the  loss  of  the 
sale  of  all,  and  reduced  business  means  reduced 


202  FKEE  TBADE  IN   CAPITAL 

profits,  reduced  shipping,  reduced  capital.  No 
label  will  indicate  that  the  goods  are  not  British, 
and  raise  the  buyer's  desire  to  ascertain  the  first 
source.  A  label  indicating  foreign  origin  would 
more  efiectively  wean  the  customer  from  British 
trade. 

The  result  is  now  that  colonies  founded  by  the 
English  people  buy  from  Germany  goods  introduced 
into  the  colony  by  Enghsh  merchants,  manufactured 
according  to  English  ideas,  and  perhaps  invented 
by  English  genius.  Foreign  cheap  labour,  instead 
of  swelling  the  bulk  of  Enghsh  trade  and  shipping, 
becomes  the  basis  of  a  new  buying  market; 
foreign  industry,  instead  of  being  the  handmaid  of 
English  enterprise,  is  converted  into  a  formidable 
rival. 

When  to  this  is  added  that,  since  we  have  thus 
encouraged  a  direct  German  shipping  trade  to  the 
neutral  markets,  the  German  manufacturers  take 
good  care  to  place  their  own  labels  only  on  their 
best  qualities,  and  when  they  use  Enghsh  labels 
reserve  them  for  the  worst,  we  can  form  an  idea  of 
the  amount  of  good  the  Merchandise  Marks  Act 
has  done  for  the  English  manufacturer  and  the 
English  working  man. 
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And  when  we  remember  that  British  manufac- 
turers— with  the  exception  of  a  few  advertising 
makers  of  speciaHties — never  raise  any  objections 
to  placing  the  labels  of  their  customers,  British 
or  foreign,  even  on  the  very  best  qualities,  and 
that  just  now  in  the  extending  colonial  trade  of 
the  Germans  an  immense  importance  is  attached 
to  labels,  it  is  evident  that  the  Merchandise  Marks 
Act  tends  effectively  to  give  our  foreign  competi- 
tors that  lead  in  the  export  of  manufactured  goods 
which  England  hitherto  has  held. 

Such  an  Act  would  never  have  been  called  for 
had  banking  been  free  and  trade  prosperous.  It 
is  intensity  of  competition,  caused  by  restricted 
supply  of  capital  and  mediums  of  exchange,  which 
tempts  British  traders  to  clutch  at  such  plausibly 
protective  but  really  destructive  measures. 
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CHAPTEE  XIY 

THE    PERSECUTION   OF   THE   CHILD   BY   THE   STATE 

While  our  Parliament,  under  tlie  influence  of  the 
modern  State-socialistic  spirit,  aims  at  emulating 
Prince  Bismarck's  bureaucratic  system,  its  zeal,  as 
we  have  seen  in  the  case  of  the  pit-girls,  sometimes 
receives  a  check.  A  certain  circumspection  is 
therefore  made  necessary  in  the  case  of  legislation 
for  adults. 

But  the  children  of  the  poor  cannot  form 
deputations,  cannot  sign  petitions  :  they  therefore 
become  easy  victims  of  well-meaning  and  prag- 
matical philanthropists. 

The  importance  of  the  task  we  have  undertaken 
demands  that  State  Socialism  should  be  proved 
fallacious  even  and  especially  in  the  case  of  those 
institutions  which  are  regarded  by  its  votaries 
as  complete  successes,  and  which  are  constantly 
pointed  to  as  so  many  inducements  to  a  further 
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development  of  the  socialistic  system.  These  insti- 
tutions are  the  Post  Office  and  the  National  School 
system.  In  a  coming  chapter  on  complete  Socialism 
we  shall  deal  with  the  Post  Office,  and  devote  this 
one  to  the  consideration  of  State-socialistic  enact- 
ments regarding  children. 

It  must  be  clearly  understood  that  in  pointing 
out  the  failure  of  State  Socialism  to  solve  the  pro- 
blem of  National  Education,  we  are  not  advocatincr 
an  instantaneous  abolition  of  the  present  system, 
nor  deprecating  its  introduction  under  the  circum- 
stances existing  at  the  time,  nor  its  usefulness 
under  present  circumstances.  Those  wlio  criticise 
our  National  School  system  are  often  exposed  to 
the  accusation  of  being  in  favour  of  ignorance  and 
of  a  degraded  state  for  the  masses.  Let  us  there- 
fore at  once  explain  that  we  are  well  aware  of  the 
immense  value  of  education,  and  believe  that  the 
duty  of  every  government  is  to  place  no  obstacle 
in  the  way  of  a  good  education  for  every  individual 
in  the  country. 

Nowadays  most  people  would  say  that  it  is 
the  duty  of  the  government  not  only  to  remove 
obstacles  in  the  way  of  education,  but  to  pro- 
mote it  with  all  its  power.      Our  contention  is 
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that  when  the  government  has  removed  all  the 
obstacles  that  stand  in  the  way  of  popular  educa- 
tion it  has  done  all  that  is  in  its  power  to  do, 
because  it  will  then  have  established  a  system 
under  which  the  laws  of  Political  Economy  and 
Sociology  have  free  play.  Should  the  government 
introduce  socialistic  measures  into  such  a  perfect 
system  they  would  not  favour  national  education, 
but  vitiate  it.  And  this  because  State  interference 
always  produces  mischief  so  long  as  it  is  not  com- 
plete, and  to  really  promote  popular  education  by 
State  interference  would  mean  to  introduce  a  com- 
plete socialistic  system.  But,  as  we  shall  show  in 
the  following  chapter,  a  complete  socialistic  system 
is  degrading  to  the  individual  and  consequently 
destructive  to  education  in  its  best  sense.  Far 
then  from  being  the  opponents  of  education,  we 
wish  to  demonstrate  that  popular  education  can  be 
made  far  more  effective  and  more  genuine  than  it 
now  is. 

As  the  franchise  was  extended,  the  want  of 
education  in  the  classes  destined  to  hold  the 
balance  of  power  in  the  country  caused  some 
alarm  among  the  upper  classes.  The  cry  was, 
'Let  us  educate  our  future  masters.'     But  there 
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were  other  influences  at  work  in  favour  of  im- 
proved education  of  the  masses. 

When,  in  spite  of  the  expansion  of  trade  and 
the  rise  in  wages,  such  a  large  proportion  of  the 
people  remained  in  chronic  misery,  it  was  surmised 
that  the  lowest  classes  were  too  ignorant  to  take 
advantage  of  the  flourishing  condition  of  trade. 
Drunkenness,  vice,  thriftlessness,  were  attributed 
to  ignorance,  and  philanthropists  became  fervent 
advocates  of  education.  The  success  of  popular 
schools  in  other  countries,  such  as  Switzerland, 
Denmark,  and  Sweden,  inspired  British  patriots 
with  the  desire  to  emulate  their  systems. 

These  examples  set  by  other  nations  had  a 
great  deal  to  do  with  the  form  the  national  edu- 
cation system  in  England  took  :  for  without  them 
it  would  not  have  been  so  rashly  decided  that 
education  was  identical  with  cramming. 

A  good  education,  in  its  best  sense,  is  the 
greatest  boon  that  can  be  conferred  on  a  human 
being,  and  it  is  no  wonder  that  the  English  people 
should  gladly  accept  the  ofier  of  our  politicians 
to  confer  this  boon  on  every  English  child. 
Parliament  spoke  of  education,  but  meant  cram- 
ming.    Nothing  is  more  diflicult  to  give   than   a 
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good  education,  and  the  State  is  wholly  incom- 
petent to  give  it.  But  any  power,  anyone  in 
authority,  is  equal  to  cramming. 

This  was  the  way  in  which  the  mere  storing  of 
the  memories  of  the  children,  and  the  teaching  of 
reading,  writing,  and  arithmetic,  were  confounded 
with  education.  The  educational  system  which 
had  succeeded  in  the  above-mentioned  countries 
consisted  merely  of  schools  where  these  three 
subjects  were  taught,  and  the  memories  of  the 
children  were  stocked.  It  was  supposed  that  as 
schools  had  produced  so  much  good  abroad,  they 
ought  to  produce  the  same  effect  in  England. 

The  vast  difference  in  circumstances  was  en- 
tirely disregarded.  The  good  effect  abroad  was 
experienced  mostly  among  the  children  of  the 
peasantry  ;  these  children  were  poor — extremely 
poor — ^but  they  lived  in  the  pure  air  of  the 
country,  in  close  contact  with  nature,  and  though 
their  food  was  coarse,  it  was  sufficient  and 
regularly  supplied.  They  lived  in  rustic  but 
scrupulously  clean  homes.  Their  parents  were 
ignorant,  but  moral,  rehgious,  proud,  and  strictly 
honest ;  bent  on  setting  their  children  as  perfect 
an  example  as  possible.     These  peasant  children 
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had,  therefore,  all  that  goes  to  make  up  an  edu- 
cation, except  schooling.  It  was  no  wonder,  then, 
that,  when  this  want  was  supplied,  the  result  was 
satisfactory. 

Here  it  might  be  remarked  that  the  effect  of 
public  schools  in  the  country  districts  of  Great 
Britain  should  be  the  same  as  among  the  peasantry 
abroad.  But  there  are  marked  differences  which 
should  not  be  overlooked.  There  is  no  peasantry 
in  England  at  all.  The  population  is  divided  into 
landlords,  farmers,  and  labourers.  The  two 
former  classes  educate  their  children  themselves, 
and  the  children  of  the  farm-labourers  are  certainly 
not  so  well  provided  with  regard  to  food,  clothing, 
and  homes  as  the  peasantry  of  the  countries  we 
have  named.  In  Ireland,  there  is  a  peasantry,  but 
their  position  is  hardly  better  than  that  of  the 
labourers  in  England ;  and  in  Scotland  the  educa- 
tion of  the  country  lads  has  for  a  century  stood 
uncommonly  high,  thanks,  as  we  shall  show  later 
on,  to  the  absence  of  State  interference  in  other 
directions. 

But  when  national  education  was  advocated,  it 
was  not  so  much  the  country  districts  that  were 
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uppermost  in  the  reformers'  minds,  or  referred  tc 
as  frightful  examples  of  neglected  education.  I 
was  in  the  courts  and  alleys  of  the  large  towns 
swarming  with  children,  that  it  was  expected  tc 
achieve  the  greatest  triumphs.  The  children  o: 
the  lower  middle  class,  or  of  the  superior  working 
class,  were  not  the  objects  of  our  legislators 
solicitude,  for  these  had  already  some  home  educa- 
tion and  attended  some  kind  of  schools. 

The  aim  of  Parliament  was  to  confer  educatior 
on  the  children  of  the  great  mass  of  poor  people, 
who  could  ill  afford  school-money,  and  whose 
desperate  circumstances  made  them  indifferent  tc 
the  future  of  their  offspring.  If  we  compare  the 
position  of  these  children  with  that  of  the  con- 
tinental peasant's  children,  we  shall  find  it  widely 
different :  instead  of  plenty  of  food,  starvation ; 
instead  of  healthy  and  seasonable  clothing,  rags ; 
instead  of  country  air  and  contact  with  nature, 
the  slum  and  the  gutter ;  instead  of  good  ex- 
amples, corrupt  surroundings.  The  educational 
requirements  of  children  living  under  conditions 
so  different  must  necessarily  be  of  an  almost 
opposite  nature  ;  and  it  was  vain  to  hope  that 
effects  such  as  were  produced  in  Sweden,  Switzer- 
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land,  and  other  countries,  should  follow  from 
cramming. 

If  our  legislators  intended  to  educate  the  chil- 
dren of  the  poor,  they  should  first  have  provided 
them  with  wholesome  food,  then  good  clothing, 
then  healthy  and  pure  homes,  and  so  on,  placing 
cramming  at  the  end  of  the  list.  The  Spartans, 
two  thousand  years  ago,  understood  that  if  the 
State  has  to  educate  the  child  it  must  take  entire 
charge  of  it.  This  is  why  we  have  said  that 
national  education,  to  be  successful,  presupposes 
complete  socialistic  institutions. 

And  what  results  can  logically  be  expected 
from  a  system  which  consists  in  giving  children 
instruction  without  any  other  educational  care ;  in 
sharpening  the  mind  without  elevating  the  charac- 
ter ;  in  developing  faculties  for  the  gratification  of 
passions  and  instincts,  without  religion,  morality,  or 
even  philosophy ;  in  arousing  desires  and  yearnings 
that  cannot  be  satisfied ;  in  overcramming  underfed 
brains,  and  overtaxing  feeble  and  starved  bodies  ? 

The  results  to  be  expected  are  weak  bodies, 
weak  minds,  weak  morals,  premature  corruption, 
abnormal  cunning,  lessened  self-respect,  false  pride, 
contempt  for  honest  work,  gambling  propensities, 
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love  of  literary  trasli,  and  inordinate  selfishness. 
If  these  results  have  not  been  more  apparent  than 
they  are,  it  is  because  many  of  even  the  poorest 
children  have  for  parents  religious  and  respectable 
people,  and  not  the  monsters  which  the  advocates 
of  State  interference  with  children  seem  to  suppose ; 
because  there  is  in  the  Englisli  character  a  con- 
siderable element  of  independence  and  self-respect, 
traits  which  here  have  been  developed,  thanks  to 
more  individual  freedom  than  that  enjoyed  by  any 
other  people. 

That  the  deplorable  consequences  of  our  one- 
sided educational  system  are  not  wanting,  will, 
however,  not  be  denied  by  anybody.  Children  of 
twelve  to  fourteen  years,  who  have  already  seen 
the  inside  of  a  great  many  prisons,  are  modern  pro- 
ducts. Our  Eeformatories  and  Industrial  Schools 
contain  now  about  twenty-two  thousand  juvenile 
law-breakers,  and  if  we  consider  how  many  juvenile 
crimes  remain  undetected,  owing  to  a  highly  de- 
veloped cunning,  and  what  a  very  small  percentage 
of  actually  detected  crime  leads  to  the  Eeformatory 
or  the  Industrial  School,  the  given  statistics  of 
juvenile  criminals  are,  to  say  the  least,  alarming. 

Apart  from  the  influence  on  the  child,  there  are 
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other  hardships  to  be  endured  by  the  poorest 
children  in  our  Board  Schools.  Some  have  to  learn 
hard  lessons  on  empty  stomachs  ;  some  have  to 
walk  a  long  distance  in  cold  weather,  half-naked  ; 
and  the  occasional  inability  to  bring  the  school 
pence  is  a  cause  of  humiliation  and  moral  suffering 
which  all  who  remember  childhood  can  readily  con- 
ceive. 

As  to  the  parents  of  the  children,  the  school 
laws  seem  to  be  framed  on  the  supposition  that  the 
well-to-do  have  the  monopoly  of  fine  feeling.  How 
would  a  member  of  Parliament  or  his  lady  like  to 
send  their  childi^en  to  a  school  to  be  crammed  even 
when  the  child  is  unfit  for  it ;  to  have  them  asso- 
ciate wdtli  children  to  whom  they  object,  to  be 
taught  by  people  they  dislike,  to  be  exposed  to 
ophthalmia  and  other  contagious  diseases ;  to  have 
their  homes  invaded  by  inspectors,  and  not  to  be 
allowed  to  instruct  their  own  children  without 
being  called  upon  for  the  proof  of  results  ? 

This  is  what  the  parents  have  to  submit  to 
because  they  are  poor.  We  shall  not  dwell  upon 
the  numerous  and  very  painful  cases  in  which 
parents  have  been  summoned  before  the  courts, 
fined  and  imprisoned,  because  from  sheer  poverty 
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they  have  been  unable  to  conform  to  the  official 
regulations ;  for  we  should  be  met  with  the  usual 
reply,  that  it  is  the  parents'  own  fault,  though  in 
thousands  of  instances  a  good  defence  could  be 
set  up  for  them.  It  is  a  slow  and  thankless 
task  to  bring  home  to  bureaucrats  that  the  poor 
under  their  power  should  have  any  rights  or 
liberties. 

The  advocates  of  our  present  system  will  here 
probably  ask  if  it  has  not  produced  good  and  great 
results,  and  what  would  be  the  state  of  things  if  the 
instruction  supplied  by  Board  Schools  had  been 
wanting  ?  The  reply  to  this  is  that  the  question  is 
not  whether  the  present  system  of  instruction  is 
better  than  no  instruction  at  all,  but  how  far  it  can 
favourably  compare  with  that  education  which 
would  have  been  supplied  to  the  children  if  this 
country  had  not  suifered  from  State  interference. 
If  State  education,  even  so  one-sided  and  defective 
as  that  afforded  to  English  poor  children,  were  the 
only  kind  of  education  that  could  be  had  it  might 
be  expedient  to  submit  to  the  evils  it  involves 
in  order  to  escape  greater  evils.  This  fortunately 
we  have  not  to  discuss.  We  have  simply  to  show 
that  State  interference  exercises  a  baneful  influence 
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over  the  people  in  every  respect,  State  education 
not  excepted. 

We  sliall  presently  make  clear  what  kind  of 
education  would  have  taken  place  if  State  edu- 
cation, if  State  interference,  had  not  prevented  it, 
but  we  must  first  say  a  few  words  about  the  results 
claimed  by  the  advocates  of  the  present  system, 
namely,  that  it  has  reduced  mendicity,  crime,  and 
drunkenness. 

There  is  happily  a  considerable  diminution  of 
these  evils,  but  it  will  be  very  difficult  to  deter- 
mine the  relative  potency  of  the  factors  that  have 
produced  it.  The  Sunday  School  teachers  claim 
the  improvement  as  a  result  of  their  exertions ; 
the  teetotallers  declare  tliat  it  is  entirely  due  to 
the  sobriety  they  have  inculcated ;  the  clergy 
affirm  that  it  is  traceable  to  Church-work ;  and  the 
Salvation  Army  boast  that  it  is  due  to  the  safety- 
valve  of  excitement  they  have  supplied. 

All  these  may  have  had  a  share  in  the  good 
work,  but  there  are  many  and  powerful  causes 
that  alone  are  sufficient  to  explain  our  social  im- 
provements. There  are,  in  the  first  place,  all  the 
enormous  causes  for  trade  inflation  already  re- 
ferred to,  such  as  Free  Trade,  Joint-Stock  banks, 
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development  of  the  Colonies,  locomotion  by  steam, 
&c.,  whereby  the  condition  of  the  working  classes 
has  been  immensely  improved.  For  prosperity 
stimulates  self-respect — noblesse  oblige.  Then  we 
have  a  more  humane  administration  of  our  laws, 
improved  workhouse  organisation,  more  stringent 
poor  laws,  an  increased  and  improved  police  force, 
a  more  elevated  tone  and  a  greater  supply  of 
public  amusements.  Trades  Unions,  Provident  and 
Benefit  Societies,  and  the  unprecedented  and  im- 
mense efibrts  on  the  part  of  the  wealthy  classes  to 
influence  the  lower  for  the  better. 

It  is,  therefore,  unreasonable  to  claim  for 
national  education  the  moral  improvement  among 
the  masses  when  so  many  other  potent  causes  have 
been  simultaneously  at  work.  The  fact  is  that  the 
increased  depravity  among  the  young,  in  face  of 
a  general  social  improvement,  does  not  point  to  a 
healthy  influence  of  the  School  Board  system. 

To  educate  adequately  the  children  of  a  nation 
by  the  agency  of  the  State  would,  as  we  have  pointed 
out,  only  be  possible  under  complete  Socialism. 
Apart  from  the  degrading  influences  of  Socialism, 
it  still  remains  an  open  question  whether  State 
education  can  ever  excel  education  by  the  parent. 
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When  we  consider  that  all  parents  in  this  country 
who  can  afford  it,  as  a  rule,  strive  hard  to  give 
their  children  as  good  an  education  as  they  pos- 
sibly can,  it  is  only  fair  and  reasonable  to  conclude 
that  it  is  only  poverty  and  misery  w^hich  prevent 
the  poor  from  giving  their  children  the  benefits  of 
education. 

We  have  already  shown  how  State  interference 
with  banking  inflicts  poverty  on  the  majority  of  our 
working  classes,  and  if  it  be  granted  that  prosperity 
would  enable  and  induce  them  to  give  a  good  edu- 
cation to  their  children,  it  becomes  evident  that 
State  interference  is  the  original  cause  of  the  gross 
neglect  of  children  which  we  have  witnessed  and 
still  witness  in  this  country.  What  we  deplore  is 
tliat  one  piece  of  State  Socialism — State  education 
— sliould  have  been  introduced  in  order  to  remedy 
the  effects  of  another  piece  of  State  Socialism — bank 
monopoly. 

Had  bank  monopoly  not  prevailed,  and  Free 
Trade  in  Capital  had  accompanied  Free  Trade  in 
foreign  goods,  the  people  would  have  enjoyed  a 
degree  of  prosperity  which  would  have  rendered 
compulsory  education  entirely  unnecessary.  We 
should  have   had   all   the  advantages  of  parent- 
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supervised  education,  without  the  many  evils  of 
State  education,  and  there  can  be  no  doubt  that 
both  the  moral  and  physical  condition  of  the  chil- 
dren would  have  reached  a  higher  standard  than 
under  our  present  State-produced  poverty  and 
compulsory  cramming. 

What  is  here  stated  is  strikingly  confirmed  by 
experience  in  Scotland.  In  a  coming  chapter,  we 
shall  fully  explain  how  Free  Trade  in  Capital  there 
produced,  despite  the  many  obstacles  which  pre- 
vailed at  the  time,  a  remarkable  degree  of  pro- 
sperity ;  and  there,  as  in  all  countries  where  pro- 
duction has  flourished,  special  attention  was  paid 
to  education.  It  is  a  well-known  fact,  that  the 
poor  children  in  Scotland  enjoyed,  during  the  last 
century  and  the  beginning  of  this,  a  degree  of 
education  far  above  that  of  the  poor  of  any  other 
country.  There  are  no  doubt  people  who  will  say 
that  education  in  Scotland  was  not  the  effect  of 
prosperity,  but  prosperity  the  effect  of  education. 
But  here  again  experience  is  on  our  side :  for 
though  education  is  generally  good  in  countries 
w^here  production  flourishes  and  the  lowest  ranks 
of  the  working  classes  are  well  off,  in  the  countries 
in  Europe  where  instruction  by  State  interference 
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has  been  brought  to  a  high  standard,  there  is  very 
httle  prosperity  among  the  masses. 

In  face  of  the  economic  and  pohtical  situation 
produced  by  State  interference,  we  would  not  ad- 
vocate the  aboUtion  of  what  now  are  inaccurately 
called  the  educational  laws:  for,  unfortunately, 
one  State-socialistic  enactment  renders  others 
necessary. 

When  Free  Trade  in  Capital  is  introduced,  the 
prosperity  among  the  working  classes  will  stimulate 
in  the  parents  the  desire  to  give  a  good  education 
to  their  children,  and  they  will  be  able  to  escape 
the  tyranny  of  the  school  laws  in  the  same  way  as 
the  upper  classes  escape  them  now.  The  present 
educational  laws  will,  like  thousands  of  other 
Parliamentary  Acts,  become  obsolete  without  being 
repealed.  They  will  remain  on  our  Statute  Books 
to  be  quoted  by  future  students  of  history  as 
results  of  the  strange  socialistic  mania  which 
possessed  the  British  nation  in  the  latter  half  of 
this  nineteenth  century. 

While  there  are  many  excuses  for  the  school 
laws,  there  are  other  examples  of  Parliamentary 
persecution  of  children  which  are  entirely  without 
excuse.      One  of  these  is  the  recently  passed  Act 
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which  prohibits  the  employment  of  children  in 
theatres.  It  may  seem  strange  that  our  State 
Socialists  evinced  such  strong  sympathies  for 
theatrical  children,  while  they  remained  indifferent 
to  a  hundred  times  the  number  of  neglected 
children  in  the  purlieus  of  great  cities,  to  whom 
the  employment  in  theatres  would  have  meant 
several  hours  of  comfort,  warmth,  amusement, 
healthy  exercise,  useful  training  and  discipline,  and, 
above  all,  the  means  of  better  nourishment  and 
personal  care. 

There  are  probably  only  two  reasons.  The 
first  of  them  is  that  by  paying  a  few  shillings  the 
theatrical  children  could  be  comfortably  inspected 
from  an  opera-box,  while  the  condition  of  the 
other  children  would  only  strike  those  who  take 
sufficient  interest  in  them  to  visit  their  wretched 
homes.  The  second,  that  doing  good  by  prohibi- 
tion costs  nothing. 

With  some  the  prejudice  against  theatres,  for 
which  managers  are  to  a  certain  extent  responsible, 
was  the  incentive  to  voting  for  the  measure.  It 
would  be  to  credit  the  advocates  of  this  measure 
with  too  much  Machiavellianism  to  suggest  that 
they  had  it  in  their  minds  to  still  more  demorahse 
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the  stage  in  order  to  destroy  it  altogether;  and 
we  must  therefore  attribute  their  action  to  mere 
thoughtless  animosity  against  the  stage,  when  they 
deprived  it  of  its  purest  element. 

If  the  employment  of  children  on  the  stage 
exercises  a  demorahsing  influence  upon  them, 
the  witnessing  of  performances  would  be  still 
more  so  for  children ;  and  if  morality  is  made  a 
plea,  the  theatre-haters  should  have  begun  their 
meddling  work  by  prohibiting  the  children  of  the 
rich  from  visiting  theatres.  This  would  not  have 
deprived  them  of  the  necessaries  of  life,  and  the  in- 
fluential position  which  many  of  these  children  are 
destined  to  hold  would  have  furnished  a  more 
reasonable  excuse  than  did  the  case  of  the  theatrical 
children. 

If  the  children  of  the  poor  have  good  parents, 
that  is  to  say,  parents  who  consider  the  interests 
of  their  offspring  before  their  own,  such  parents 
would  understand  much  better  than  ParHament 
whether  it  is  better  for  their  children  to  have  such 
additional  supplies  as  their  work  in  the  theatres 
brings  in,  or  suffer  from  want.  In  such  cases 
Parliament  has  taken  upon  itself  to  condemn  the 
children  to  want.     If,  on  the  other  hand,  these  poor 
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cliildren  have  bad  parents,  that  is  to  say,  parents 
who  would  sacrifice  the  true  interests  of  their  chil- 
dren to  gratify  their  own  tastes,  the  inability  of  the 
children  to  contribute  to  the  household  expenses 
would  certainly  not  add  to  their  happiness.  On  the 
contrary,  in  such  cases  Parliament  has  deprived 
these  little  ones  of  the  only  means  of  securing  kind 
treatment. 

It  is  indeed  surprising  that  members  of  Parlia- 
ment should  be  unable  to  understand,  or  unwilling 
to  concede,  that  to  prevent  the  child  from  being 
useful  to  selfish  parents,  without  taking  it  out  of 
their  hands  altogether,  is  to  place  it  in  the  dread- 
ful position  of  a  slave  forbidden  l)y  government  to 
work  for  his  master,  but  condemned  to  depend  on 
him  for  his  sustenance.  This  Theatrical  Bill  there- 
fore illustrates  the  vanity  of  hoping  for  improve- 
ment from  State-socialistic  measures  before  com- 
plete Socialism  is  introduced. 

As  the  only  merit  of  State-socialistic  measures 
is  that  they  pave  the  way,  accelerate,  and  finally 
compel  entire  Socialism,  the  false  economic  system 
from  which  we  suffer  cannot  be  logically  condemned 
until  the  true  nature  and  results  of  Socialism  are 
explained.  We  shall  therefore  in  the  next  chapter 
examine  into  what  complete  Sociahsm  means. 
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CHAPTEE    XV 

THE  SOCIALISTIC    MIRAGE 

When  a  State-socialistic  measure  fails  to  produce 
its  expected  results,  the  lesson  is  always  lost  on 
our  State  Socialists,  and  they  remain  as  numb  as 
ever  to  the  teachings  of  our  Sociologists  which 
supply  the  reasons  why  State-socialistic  measures 
must  fail.  The  excuse  they  usually  take  refuge 
in  is  that  the  failing  measures  were  not  strong 
enough,  not  compulsory  enough,  not  comprehensive 
enough ;  and  they  are  ever  ready  to  introduce 
another  batch  of  State-socialistic  remedies  of  a 
more  stringent  nature. 

The  legislation  for  the  protection  of  life  at  sea 
may  be  selected  as  an  example.  It  is  a  fair  one, 
because  the  object  it  has  in  view  is  one  with 
which  every  Englishman  must  sympathise.  When 
Mr.  PlimsoU,  some  years  ago,  allowed  his  feelings 
to  get  the  better  of  him  in  the  House  of  Commons, 
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he  uttered  words  of  righteous  indignation  which 
(though  he  had  to  apologise  for  them)  secured  him 
so  great  an  amount  of  pubhc  sympathy  that  he 
was  enabled  to  carry — at  least  to  a  great  extent — 
those  measures  of  State  supervision  over  shipping 
which  he  considered  favourable  to  the  protection 
of  life  at  sea. 

But  how  far  has  this  object  been  attained? 
Only  lately,  it  seems,  first  one  steamer  and  then 
another  left  a  British  port  in  conditions  which 
caused  Mr.  PlimsoU  to  foretell  their  loss  ;  and  his 
prophecy  was  only  too  truly  fulfilled.  A  greater 
proof  of  the  ineffectiveness  of  State  supervision  of 
shipping,  as  far  as  it  has  been  tried,  it  is  scarcely 
possible  to  imagine. 

The  cry  now  will  go  up  for  more  stringent 
measures.  A  government  official  must  fix  the 
load-line  and  take  other  steps  to  prevent  overload- 
ing. But  when  that  is  done  more  disappointments 
are  in  store  for  us.  Over-legislation  always  gene- 
rates subterfuge.  For  the  sake  of  economy  ship- 
owners will  so  change  the  construction  of  their 
ships  as  to  overload  despite  the  official  load-line. 
Then  the  whole  shape  of  the  ships  will  have  to  be 
regulated   by   Parliament.      Ship-builders — ^under 
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the  lash  of  competition — will  try  to  economise  on 
the  materials,  and  every  plate  will  have  to  be 
examined  by  a  government  official.  The  ship- 
builder's w^ages,  in  order  to  reduce  cost,  must 
be  cut  down,  riveters  will  scamp  their  piece- 
work, and  government  inspection  of  every  rivet 
will  be  demanded. 

Similar  inspections  and  stringent  regulations 
in  every  possible  direction  will  be  absolutely 
necessary  before  any  good  results  can  be  logically 
expected  from  government  supervision.  Indeed, 
if  the  most  perfect  system  of  government  control 
were  established,  an  indispensable  condition  for 
its  success  would  be  a  staff  of  government  officials, 
each  of  perfect  efficiency  and  perfect  honesty.  A 
single  exception  would  be  a  serious  matter :  for 
it  is  a  well-known  fact  that  the  less  educated  people 
are  the  greater  their  confidence  in  government. 
What  government  has  guaranteed  or  supervised  is 
generally  taken  entirely  on  trust,  without  inquiry 
or  personal  investigation.  The  more  regulations 
we  have  about  shipping  the  less  will  crews  and 
passengers  exercise  their  own  judgment  in  the 
selection  of  a  ship.  Here,  as  in  all  cases  of  State 
supervision,  the  responsibihty  which  the  govern- 

Q 
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ment  undertakes  is  enormously  disproportionate  to 
tlie  miserable  and  inadequate  means  it  can  bring 
to  its  fulfilment. 

But  there  is  another  drawback  which  power- 
fully counteracts  the  object  in  view,  namely,  the 
increased  difficulty  which  each  government  regula- 
tion places  in  the  way  of  British  shipowners  in 
their  keen  competition  with  foreigners.  The  aug- 
mented expenses  and  the  loss  of  freight  which 
government  regulations  impose  have  to  be  made 
up  for  in  some  way — generally  by  a  reduction  in 
the  pay  of  captain  and  crew.  This  reduction, 
again,  is  accomplished  by  working  British  ships 
to  a  great  extent  with  foreign  crews  and  inefficient 
captains.  While  thus  we  strive  to  benefit  British 
sailors  by  bureaucratic  supervision — which,  as  we 
see  from  the  Continent,  tends  to  degenerate  into 
sham  and  bribery — we  actually  protect  them  out 
of  existence. 

We  need  not  say  that  the  only  true  way  of 
protecting  our  seamen  is  to  keep  our  shipping  so 
flourishing  that  a  lively  demand  for  their  services 
will  enable  them  to  give  bad  firms,  bad  ships  and 
bad  captains  a  wide  berth.  But  when  this  is  not 
recognised  or  considered  possible,  and  when  pro- 
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liibition  and  compulsion  continue  to  be  regarded 
as  the  only  means,  it  is  not  difficult  to  foresee  that 
British  shipowners  will  have  to  be  protected  from 
foreign  competition.  This  would  be  the  beginning 
of  socialistic  regulations,  not  only  of  our  shipping 
but  of  all  the  commerce  and  industry  which  depend 
upon  cheap  freight  and  upon  the  ability  to  com- 
pete with  foreigners.  All  work  would  have  to  be 
carried  on  by  government  regulation,  and  even  the 
Colonies  would  be  drawn  into  the  socialistic  vortex, 
because,  under  a  State-managed  production  and 
trade,  it  would  be  absurd  to  count  on  any  other 
markets  than  those  we  can  keep  open  by  force  of 
arms. 

In  this  way  every  rash  interference  with  the 
immutable  laws  which  Economy  and  Sociology  have 
revealed  to  us  produces  a  constantly  increasing 
demand  for  more  interference  until  a  complete 
socialistic  system  has  been  established,  or  till  some 
catastrophe  gives  an  entirely  new  course  to  events. 

There  are  plenty  of  State  Socialists  who  will  not 
discard  their  hobby  and  yet  disclaim  any  intention 
to  work  for  the  establishment  of  a  complete 
socialistic  system.  These  would,  in  the  case  of  the 
sailors,  no  doubt  consider  their  duty  fulfilled  after 
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having  carried  their  pet  measures,  and  then  leave 
British  sailors  and  British  shipping  to  struggle  as 
best  they  may  under  the  unnatural  and  awkward 
conditions  they  have  created,  little  heeding  what 
becomes  of  their  victims. 

But  there  are  examples  of  State  interference 
which  absolutely  compel  a  progressive  movement 
towards  complete  Socialism.      For  instance,  enact- 
ments intended  to  enforce  suitable  dwellings.     It 
is  evident  that  to  regulate  the  size  of  rooms  would 
simply  be  pernicious,  if  we  do  not  also  regulate 
the  number  of  inmates.      There  is  no  sort  of  ad- 
vantage in  large  rooms  if  they  are  each  occupied 
l)y   several    families.      A    small    room   for   eacli 
family  would  be  far  more  preferable.     If  therefore 
we  regulate  the  size  of  the  rooms,  we  must  arrange 
a  system  of  supervision  to  prevent  overcrowding. 
This  involves  a  nightly  inspection  of  every  house 
in   the  kingdom,    for   in    a    country    where    the 
working  classes  have  the  power,  it  would  be  ab- 
surd to  have  one  law  for  the  poor  and  one  for  the 
rich.     The  frequent  cases  of  overcrowding  in  small 
rooms  among  well-to-do  people  which  all  of  us 
have  met  with,  and  the  unsuitable  bedrooms  which 
are  given  to  servants,  as  the  law  courts  sometimes 
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reveal,  would  very  soon  supply  sufficient  pretext 
for  a  general  inspection. 

The  mere  demolition  of  rookeries  has  not  proved 
itself  an  efficient  remedy  for  overcrowding,  but  has 
simply  widened  the  circle  of  the  evil  and  infected 
new  districts.  The  building  of  new  houses  by  the 
agency  of  government  does  not  augment  the  supply 
of  cheap  dwellings,  because  if  the  government 
houses  are  let  cheaply  they  prevent  private  builders 
from  competing  with  the  government  and  the  sup- 
ply of  dwellings  diminishes  instead  of  increasing. 
Only  by  undertaking  to  build  all  the  houses  required 
by  the  working  classes  could  the  government  hope 
to  do  any  good,  and  this  can  be  done  only  by  a 
complete  socialistic  system. 

While  the  many  State-socialistic  measures 
already  passed  induce  and  compel  other  measures 
of  a  still  more  socialistic  nature,  there  are  other 
agencies  at  work  to  accelerate  the  advent  of  com- 
plete socialism.  Politicians  eager  for  popularity 
proclaim  themselves  Socialists  ;  a  section  of  the 
press  speaks  about  the  retrograde  movement 
towards  State  despotism  as  if  it  were  progress  ; 
philanthropic  clergymen  identify  Socialism  with  the 
Christian  religion;    and  a  great  many  charitably 
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disposed  people  with  better  hearts  than  heads  work 
for  the  advent  of  Sociahsm  as  if  it  were  the  begin- 
ning of  the  millennium.  All  this  has  its  origin  in 
want  of  knowledge  of  what  Socialism  really  means, 
and  tends  to  impress  the  majority  of  the  nation 
with  the  idea  that  Socialism  must  after  all  be  a  good 
thing. 

Under  such  circumstances  it  becomes  a  duty 
to  show  up  Socialism  in  its  true  colours,  and  divest 
it  of  the  seductive  glamour  thrown  upon  it  by 
Utopian  dreamers — and  this  all  the  more  because 
all  that  energy  which  now  is  wasted  in  luring  the 
nation  towards  an  abyss  is  needed  for  the  inaugu- 
ration of  a  truly  economic  system. 

It  should  be  first  borne  in  mind  that  of  all  the 
enthusiasts  who  have  been  anxious  to  draw  up  a 
practical  scheme  for  Socialism  none  has  succeeded 
in  establishing  a  plan  which  would  bear  the 
slightest  test.  The  very  attempt  to  systematise 
Socialism  has  led  thousands  of  logical  people  to 
reject  Socialism  altogether,  as  a  curse  instead  of  a 
blessing.  We  have  any  number  of  fanciful  and 
flowery  pictures  of  impossible  Socialism,  of  attrac- 
tive Utopias,  belonging  to  an  imaginary  world. 
Their  authors  have  generally  started  from  some 
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absurd  supposition,  ignored  human  nature  alto- 
gether, remained  bhnd  to  all  historical  experience, 
and  displayed  a  lofty  contempt  for  the  laws  of 
nature,  Political  Economy,  and  arithmetic. 

An  indispensable  condition  for  the  success  of 
practical  Socialism  is  an  ideally  perfect  government, 
but  Socialists  do  not  perceive  that,  by  taking  such 
a  government  for  granted,  they  have  supposed  a 
better  state  of  things  than  they  strive  to  establish. 

And  the  socialist  government  need  be  perfect 
indeed,  for  it  would  have  to  organise  and  superin- 
tend that  immense  division  of  labour,  with  its  almost 
illimitable  ramifications,  which  has  made  modern 
production  so  wonderfully  easy.  It  is  evident 
that  such  work  and  such  responsibility  could  not 
be  undertaken  by  men  with  the  sliglitest  know- 
ledge of  the  duties  before  them,  without  the  most 
absolute,  unlimited,  and  undisputed  power  over 
everything  and  everybody. 

A  government  that  has  to  provide  food,  cloth- 
ing, shelter,  education,  defences,  and  pubHc  amuse- 
ments to  forty  millions  of  people  ;  that  has  to  carry 
on  the  entire  agriculture,  the  entire  industry  of 
the  country  with  a  result  favourable  enough  to 
compete  with  foreigners — such  a  government  must 
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necessarily  have  tlie  power  to  compel  work.  It 
requires  but  little  reflection  to  understand  that  the 
whole  system  would  break  down  ignominiously  if 
individuals  were  allowed  to  work  or  be  lazy  at  their 
option,  to  pick  and  choose  their  work,  to  object  to 
tasks  allotted  to  them,  or  to  lose  time  in  executing 
orders. 

In  the  absence  of  those  severe  overseers  which 
Political  Economy  can  point  to  in  a  free  system — 
namely,  self-preservation,  the  care  for  home  and 
family,  the  desire  to  rise  in  the  world — in  the 
absence  of  these  upholders  of  discipline,  socialistic 
society  would  be  a  helpless  chaos  if  the  governing 
authority  had  not  absolute  power.  It  would  be 
like  a  huge  ship  in  a  gale  without  officers,  or  like 
an  army  without  disciphne. 

However  unpleasant  absolute  slavery  might  be 
to  the  individual,  it  would  go  terribly  against  his 
interests  to  object  to  it :  for,  as  we  know,  not 
everybody  can  be  such  an  enthusiastic  Socialist  as 
to  put  forth  his  best  powers  in  the  accomplishment 
of  an  uncongenial  task.  There  will  always  be 
people  of  a  lazy  disposition  who  will  not  do  more 
work  than  they  are  compelled  to  do.  Those  who 
were  anxious  to  work  hard  and  do  their  best  would 
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have  no  other  option  than  either  to  do  duty  for 
the  lazy  ones  or  give  the  government  full  power 
to  compel  the  individual  to  work.  The  slightest 
opposition  to  this  power  would  recoil  in  the  shape 
of  extra  drudgery  on  the  good  Socialist,  and  would 
at  once  threaten  to  destroy  the  whole  State. 

Practical  Socialism  is  therefore  exactly  the 
same  thing  as  slavery.  And  it  could  not  be  other- 
wise. As  we  have  already  pointed  out,  there  are 
only  two  ways  in  which  division  of  labour  can 
work  :  under  individual  freedom  regulated  by  the 
laws  of  Political  Economy,  or  under  compulsion 
regulated  by  some  authority  on  the  principle  of 
Domestic  Economy. 

Socialism  is  the  principle  of  Domestic  Economy 
applied  to  the  State.  In  all  Domestic  Economy 
compulsion  is  paramount.  The  husbandman  or 
the  employer  of  labour  does  not  flog  his  ser- 
vants or  employes,  but  he  has  means  as  powerful 
as  corporal  punishment  by  which  he  can  compel 
work :  to  dismiss  a  working  man,  in  these  days, 
who  has  a  wife  and  family  and  who  is  sensible  of 
his  duties  to  them,  may  to  him  be  tantamount  to 
the  severest  bodily  punishment;  a  bad  character 
to  a  servant   s^irl  mif]^ht  be  the   ruin  of  her  life. 
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Thus,  wherever  we  see  the  principles  of  Domestic 
Economy  applied  we  find  the  principles  of  compul- 
sion prevailing,  and  in  the  State  we  can  as  little 
afford  to  dispense  with  it  as  in  the  factory  and  the 
home,  if  we  are  rash  enough  to  manage  the  State  on 
the  same  principle  as  a  house  or  a  factory.  This 
undeniable  truth  is  further  illustrated  by  the 
demand  for  compulsion  which  accompanies  the 
introduction  of  State-socialistic  legislation. 

Compulsion,  or  slavery  under  the  State,  being 
then  a  characteristic  feature  of  Socialism,  it  remains 
to  be  examined  under  what  conditions  it  would  be 
exercised.  It  should  first  be  remembered  that 
State-managed  production  is  expensive,  if  not  ruin- 
ous. Without  referring  to  the  ironclads  built  by 
our  government  at  twice  the  natural  cost,  every 
undertaking  all  over  the  world  carried  on  by 
government  management  proves  that  it  is  anything 
but  economical.  Then  we  must  consider  that 
compulsory  labour  has  a  very  small  commercial 
value,  and  can  only  be  executed  under  very  expen- 
sive supervision.  •  The  production  of  wealth  in  the 
country  would  therefore  be  enormously  reduced. 

A  socialistic  government  must  either  refrain 
from  all  trade  with  foreign  countries,  or  carry  it 
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on  on  a  commercial  principle,  that  is,  produce 
more  cheaply  at  home  than  it  sells  abroad.  If  it 
elected  the  former  alternative  it  would  reduce  the 
people  to  an  almost  barbarous  state,  compelling 
them  to  produce  goods  and  articles  with  a  fearful 
amount  of  work  and  at  enormous  expense  which 
could  be  bought  cheaply  abroad.  In  the  case  of 
the  second  alternative,  it  would  have  to  compel  the 
people  to  work  for  very  long  hours  and  to  live  on 
the  smallest  possible  consumption,  in  order  to  com- 
pete with  countries  where  the  work  was  carried  on 
on  a  sound  economic  principle. 

In  the  case  of  all  governments  being  social- 
istic— a  far-fetched  supposition,  which,  however, 
must  be  faced,  because  Socialists,  like  bi-metallists, 
quickly  take  refuge  in  a  cosmopolitan  apphcation 
of  their  theories  when  they  have  been  proved  im- 
practicable for  one  country — the  situation  would 
be  still  worse,  for  the  total  production  of  wealth 
would  be  so  much  more  reduced,  international  ex- 
changes would  be  insignificant  in  consequence  of 
the  extremely  reduced  consumption,  and  the  com- 
petition between  the  nations  would  be  fought  with 
the  savage  intensity  of  war,  and  would  degenerate 
into  war. 
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While  thus  the  produced  wealth  would  be 
small,  the  expenses  to  be  met  by  the  government 
would  be  gigantic.  Apart  from  the  industrial  and 
social  expenses  there  would  be  a  necessity  for 
many  other  considerable  outlays.  The  number  of 
government  officials,  inspectors,  and  overseers,  not 
to  say  slave-drivers,  would  be  appalling.  The 
fractiousness  of  the  indolent  and  discontented 
would  compel  the  maintenance  of  a  powerful 
police-force  and  a  standing  army  as  large  at  least 
as  that  of  Germany,  without  which  Prince  Bis- 
marck's socialistic  measures  would  be  impossible. 

The  expenses  for  the  police  and  army  would 
have  to  be  heavy  because  such  compulsion  as  is 
exercised  in  Germany  for  recruiting  purposes  would 
not  be  possible  in  a  socialistic  State.  The  rank 
and  file  would  fraternise  with  the  discontented  and 
would  form  a  dangerous  majority.  In  Germany  a 
million  and  a  half  of  rank  and  file  can  be  kept  in 
subjection  because  in  that  country  there  exists, 
thanks  to  the  absence  of  complete  Socialism, 
energetic  and  courageous  upper  and  middle  classes, 
a  large  peace-loving  peasant  class,  an  immense 
amount  of  capital  in  private  hands,  time-honoured 
traditions  of  loyalty  to  the  reigning  house,  and  an 
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intense  fear  of  foreign  invasion.  While  tlius  in 
Germany  the  best  educated,  the  wealthiest,  the 
most  courageous,  and  the  most  thrifty  portion  of 
the  nation  combine  with  the  officers  of  the  army 
to  maintain  discipline  and  make  the  army  a  means 
to  coerce  the  destitute  and  discontented  classes,  in 
a  socialistic  State  the  army  would  have  to  coerce 
the  whole  people  and  would  have  to  he  paid  very 
highly  to  remain  loyal.  Those  who  have  to  do  the 
work  in  a  socialistic  State  will  therefore  have  to 
labour  very  hard  and  to  live  on  miserable  fare. 

One  inevitable  consequence  of  complete  Social- 
ism is  a  sharp  division  of  the  nation  into  two 
castes,  the  labouring  caste  and  the  bureaucratic 
caste — slaves  and  slave-drivers.  The  condition  of 
a  working  man,  that  is  to  say,  of  anyone  who  does 
not  hold  the  post  of  inspector  or  superintendent, 
would  be  so  hard  that  everybody  would  be  anxious 
to  become  one  of  the  bureaucrats.  These  again, 
having  very  extensive  powers,  would  do  their 
utmost  to  secure  appointments  for  their  friends  and 
kinsmen,  and  thus  prevent  them  from  becoming 
labourers. 

The  central  government,  holding  absolute 
power,  would  make  all  appointments  in  the  most 
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arbitrary  manner,  and  where  such  a  system  pre- 
vails we  know  that  favouritism,  not  to  say  cor- 
ruption, at  once  sets  in.  The  United  States  is  an 
example  of  this,  and  if  it  were  not  for  the  frequent 
changes  of  Presidents,  the  bureaucratic  class  there 
would  rapidly  grow  into  a  powerful  body,  though 
they  possess  only  a  fraction  of  the  influence  which 
they  would  have  if  America  were  a  socialistic  State. 

It  is  therefore  certain  that  the  bureaucrats 
would  combine  to  keep  the  good  appointments  for 
themselves  and  their  friends  and  would  soon 
develop  into  an  all-powerful  caste,  because  they 
would  hold  in  their  hands  all  the  capital  of  the 
nation,  all  the  appointments,  and  the  power  to 
mete  out  misery  or  happiness  to  the  whole  non- 
ofiicial  classes.  They  would,  of  course,  have  com- 
mand of  the  police,  and  would  probably  league 
themselves  with  the  military  caste.  We  should 
thus  find  that  Domestic  Economy  applied  to  the 
State  would  in  modern  England  produce  the  same 
effect  as  it  produced  in  the  ancient  States,  the 
division  of  the  people  into  patricians  and  serfs. 

If  a  socialistic  State  could  be  established  in  this 
country  it  would  prove  the  greatest  calamity  that 
could  befall  the  working  classes,  because  they  would 
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have  no  chance  of  being  members  of  the  govern- 
ment caste.  This  would  certainly  be  recruited 
entirely  from  the  upper  classes.  Even  if  it  were 
recruited  partially  from  the  working  class,  the 
I  number  benefited  at  the  price  of  the  misery  and 
degradation  of  the  rest  would  be  small. 

The  advocates  of  complete  Socialism  are  aware 
of  and  regret  the  necessity  for  compulsory  labour 
as  part  of  their  programme,  but  consider  it  a  gain 
for  the  working  classes  to  escape  the  tyranny  of 

'I  capital  by  submitting  to  the  tyranny  of  the  State. 
In  face  of  the  prevailing  destitution,  it  is  no 
wonder  that  they  should  hold  such  views,  especially 
when  it  is  considered  that  they  do  not  see  that 
labour  can  be  enfranchised  from  the  despotism  of 

h    capital  by  sound  Political  Economy. 

They  cling  to  the  hope  that  the  government  on 
which  they  would  confer  such  immense  power 
would  be  elected  by  the  people  themselves,  and 
that  consequently  the  coercion  exercised  by  it 
would  be  regulated  by  public  opinion.  In  other 
words,  this  means  that  the  government  and  the 

)  bureaucratic  class  would  consist  of  men  actuated 
by  such  perfect  patriotism  and  self-abnegation  that 
they  could  be  trusted  to  wield  absolute  power  over 
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all  the  resources  of  the  community,  to  dispose  of 
all  the  working-power,  and  to  preside  over  the 
distribution  of  all  the  necessaries  of  life,  and  yet 
not  yield  to  the  temptation  to  follow  out  their  own 
ideas  and  retain  a  power  which  none  could  dispute. 

This  is  of  course  an  empty  dream.  Even  the 
very  best  set  of  men  might  easily,  under  such 
circumstances,  deem  their  retention  of  power  an 
absolute  necessity  for  the  salvation  of  the  country, 
and  would  pay  little  heed  to  the  clamours  of  men 
destined  to  live  under  chronic  coercion.  Nay,  they 
would  find  it  their  duty  to  summarily  suppress 
all  opposition  in  its  earliest  stage,  lest  discipline, 
on  which  the  whole  community  would  depend, 
should  entirely  break  down.  In  fact,  public 
opinion  would  have  no  existence.  How  could  it 
exist  in  a  country  in  which  the  newspaper  press 
would  be  managed,  all  books  published,  and  all 
instruction  supplied  by  officials  ?  Any  successful 
attempt  on  the  part  of  the  people  to  check  the 
government  would  amount  to  a  revolution  and 
involve  the  destruction  of  the  whole  system. 

The  results  of  complete  Socialism  have  been 
dwelt  upon  here,  not  because  they  are  likely  to  be 
inflicted  upon  us,  but  because  our  State  Socialists 
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recommend  government  interference  on  the  ground 
that  it  represents  progress.  They  thus  convey  the 
idea  that  a  complete  sociahstic  system  is  a  goal 
worthy  of  our  national  aspirations — a  step  in  ad- 
vance in  the  march  of  humanity  towards  that  high 
destiny  of  which  we  may  dimly  dream,  but  which 
is  only  known  to  the  Creator. 

It  is  therefore  incumbent  upon  us  to  endeavour 
to  popularise  the  knowledge  which  now  only  a 
limited  number  of  thinking  men  possess,  that  com- 
plete Socialism,  far  from  being  a  step  in  advance, 
is  a  return  to  the  primitive  institutions  of  State 
despotism  which  characterised  the  dawn  of  civili- 
sation. 

Our  Socialists  w^ould,  by  thus  interrupting  our 
progress  towards  complete  individualism,  bring  us 
back  into  the  vicious  circle  of  alternating  progress 
and  retrogression,  in  which,  as  history  shows  us, 
so  many  Empires  have  struggled  into  existence, 
held  together  for  a  term,  and  perished. 

Our  nation  is  now  confronted  by  the  mighty 
problem  of  Capital  and  Labour,  the  rock  on  which 
so  many  States  have  suffered  shipwreck,  and  if  we 
do  not  solve  it  by  means  of  continuous  progress 
towards  individualism — in  other  words,  by  elevating 
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and  liberating  man — and,  repeating  the  old  mistakes 
of  vanished  Empires,  subject  the  individual  to 
State  tyranny,  then  shall  we  be  engulfed  in  the 
back-currents  of  retrogression,  lose  the  result  of 
centuries  of  toil  and  suffering,  and  resign  the 
standard  of  progress  to  future  nations. 

What  the  present  State-socialistic  tendencies 
will  lead  to  is  not  complete  Sociahsm  but  the 
tyranny  of  bureaucrats.  As  government  super- 
vision and  government  administration  increase  in 
geometrical  ratio,  so  State  officials  must  increase. 
Apart  from  the  baneful  influence  of  State  inter- 
ference on  trade  and  industry,  the  appointment  of 
a  vast  army  of  officials  will  in  itself  constitute  an 
increasing  burden  on  the  people.  By  constantly 
diminishing  the  number  of  tax-producers  and  in- 
creasing the  number  of  tax-consumers,  the  posi- 
tion of  the  working  classes  will  become  worse. 
By  concentrating  all  management  and  the  disposal 
of  all  resources  in  the  hands  of  the  bureaucrats,  we 
give  them  almost  plenary  powers  over  the  indi- 
vidual. When  they  dispose  of  all  the  revenues,  all 
the  land,  all  the  railways,  all  the  banks,  all  tlie 
mines,  large  government  factories,  artisans'  dwell- 
ings, public  places  of  entertainment,  all  schools 
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and  academies,  water-works,  gas-works,  tramways, 
railways  and  canals — w^hen  the  bureaucrats  dis- 
pose of  all  these,  administration  would  be  impossible 
if  opposition  were  allowed. 

The  country  would  be  like  one  vast  factory  or 
army,  where  one  single  breach  of  discipline  would 
jeopardise  the  whole.  Such  a  mighty  government 
class  would  soon  find  it  necessary  and  extremely 
easy  to  monopolise  the  press  and  fabricate  public 
opinion.  Legislation  would  soon  be  entirely  in  the 
hands  of  the  government  officials,  who  would  un- 
derstand how  to  absorb  into  their  enormous  police 
force  and  into  a  huge  standing  army  the  most 
strong-minded  among  the  working  classes,  and 
the  rest  would  gradually  sink  down  to  the  lowest 
depths  of  dependency. 

State  despotism,  exercised  by  the  people  them- 
selves, is  a  paradox  impossible  of  realisation. 
Once  State  supremacy  is  established  the  people 
will  be  excluded  from  the  government,  and  the 
only  question  will  be  whether  it  should  be  held 
by  a  despot,  a  military,  or  a  bureaucratic  class. 
The  condition  of  things  which  now  exists  in 
Germany  and  Eussia  is  the  goal  for  which  our 
extreme  Socialists  in  their  thoughtlessness  strive. 

E  2 
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They  will  attain  to  all  the  evils  of  Socialism  ; 
class  division,  oppression,  decay  of  industry,  loss  of 
the  Colonies,  stagnation  and  moral  degradation ;  but 
not  to  the  only  miserable  advantage  they  hope  for, 
namely,  the  regular  supply  of  the  necessaries  of 
life. 

Our  only  reason  for  dealing  with  Socialism 
being  that  it  constitutes  the  only  alternative  to 
Free  Trade  in  Capital,  we  have  regarded  Socialism 
chiefly  in  its  administrative  and  economic  aspects. 
As  to  its  moral  consequences,  they  are  very  vast, 
not  to  say  infinite,  and  may  be  easily  evolved  from 
what  we  have  already  said  as  well  as  from  historical 
examples.  It  should  be  above  all  remembered, 
however,  that  the  marvellous  progress  which  has 
taken  place  in  the  world  is  due  entirely  to  the  ex- 
tension of  individual  liberty,  individual  initiative, 
and  free  competition.  Socialistic  institutions 
necessarily  destroy  the  incentive  to  personal  exer- 
tion, daring,  adventure,  invention,  self-control, 
abnegation,  heroism,  and  must  result  in  a  moral 
slothfulness  which  can  best  be  studied  in  the  work- 
house. 

One  institution  there  is  in  Great  Britain  which 
is   largely   responsible    for    the    j)revailing    anti- 
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individualist  proclivities,  and  which  is  constantly 
quoted  as  a  successful  realisation  of  socialistic 
principles — we  mean  the  Post  Office. 

The  fact  is,  it  proves  the  contrary,  for  the  success 
of  the  Postal  Department  is  due  to  what  yet  remains 
of  individualism  in  this  country.  Let  us,  for  the 
sake  of  argument,  suppose  that  the  Post  Office  is 
administered  in  a  satisfactory  way,  and  let  us  say 
nothing  about  the  penny  rate  being  twice  as  high 
as  it  ought  to  be,  about  the  high  charges  for 
parcels,  about  the  low  wages  paid  to  the  poor  em- 
ployes, the  large  amounts  paid  to  the  wealthy 
steamboat  companies,  the  danger  of  sending  valua- 
bles in  unregistered  letters,  the  time  it  takes — four 
hours — to  send  a  letter  from  the  City  to  the  West 
End,  the  disappearance  of  illustrated  papers  posted 
to  the  Colonies,  &c. 

But  in  recognising  that  all  short-comings  of 
the  Post  Office  administration  are  pardonable, 
and  that  its  merits  are  considerable,  we  must 
not  forget  that  all  modern  improvements  in  this 
department  of  government  grew  out  of  the  intro- 
duction of  the  penny  postage.  This  reform,  far 
from  originating  from  within  the  department,  was 
not  only  suggested  but  carried  by  an  outsider  (Sir 
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Eowland  Hill),  in  the  teeth  of  official  opposition. 
It  was  through  that  powerful  and  free  public 
opinion  which  only  exists  in  a  State  where  indi- 
vidualistic principles  predominate,  that  Eowland 
Hill  was  able  to  carry  his  reform.  In  a  socialistic 
State  the  government  officials  would  have  gained 
the  day,  and  the  reform  never  would  have  been 
accomplished. 

Socialistic  administration  fails  because  the 
officials  dominate  the  public  and  do  not  allow  the 
public  to  check  them.  In  England — thanks  to  our 
individualist  principles  and  the  fractional  power 
officialism  has  so  far  acquired — the  Post-Office 
authorities  and  employes  are  under  the  control  of 
every  individual  who  writes  or  receives  a  letter. 

The  simple  function  which  the  Post  Office  has 
to  fulfil — namely,  the  collecting  of  letters  in  some 
places  and  delivering  them  in  others — ^being  vigi- 
lantly inspected  by  the  Argus-eyed  public,  has  no 
chance  of  being  seriously  tainted  with  red-tapism. 
Matters  would  be  very  different  if  the  position 
were  reversed,  and  the  Post-Office  officials  were 
the  inspectors  of  the  public  instead  of  the  public 
being  the  inspectors  of  the  officials. 

The  opponents  of  individualism  often  seem  to 
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take  for  granted  that  it  excludes  the  principle  of 
co-operation.  Nothing  could  be  further  from  the 
truth.  The  very  success  of  individualism  depends 
on  the  boundless  extension  it  gives  to  universal 
co-operation.  Several  individuals  can  co-operate, 
a  whole  community  can  co-operate,  and  a  whole 
nation  can  co-operate,  without  the  slightest  taint 
of  Sociahsm. 

The  postal  arrangement  is  one  of  those  under- 
takings in  which  the  whole  Empire — indeed,  the 
whole  of  humanity — should  co-operate,  but  such 
co-operation  does  not  constitute  Socialism.  The 
reason  why  the  Post  Office  has  been  looked  upon 
as  a  socialistic  institution  is  because  all  national 
co-operation  presided  over  by  government  has  in 
every  country  a  tendency  to  become  socialistic, 
thanks  to  the  pragmatical  proclivities  of  officials. 
Thus,  the  Post  Office  in  Great  Britain  has  not 
escaped  the  socialistic  taint. 

What  we  find  is  that  this  institution  illustrates 
the  two  principles  of  co-operation  and  Socialism. 
Whatever  is  good  is  due  to  the  one,  whatever  is 
bad  is  due  to  the  other.  The  advantages  of  co- 
operation are  evident  when  we  see  one  postman 
deliver  many  letters  in  many  houses  in  the  same 
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street.  But  we  get  a  taste  of  Socialism  when  we 
are  fined  for  risking  our  own  valuables  in  unregis- 
tered letters. 

All  petty  tyrannies  or  interference  with  private 
rights  exercised,  and  all  the  monopolies  main- 
tained by  the  Post  Office — not  severely  felt  in 
Great  Britain,  the  most  individualist  country  in 
the  world,  but  creating  much  annoyance  in  many 
continental  States  where  officialism  is  paramount — 
are  so  many  samples  of  Socialism. 

What  the  Post  Office  teaches  us  is  to  exercise 
the  greatest  vigilance  to  prevent  such  co-operation, 
which,  for  expediency's  sake,  is  presided  over  by 
government,  from  degenerating  into  socialistic 
oppression,  but  the  success  of  the  Post  Office 
cannot  be  used  as  a  plea  for  Socialism,  nor  be  set 
up  as  an  example  of  socialistic  triumph. 


249 


CHAPTEE  XVI 

THE  SOLUTION  OP  THE  CAPITAL  AND  LABOUR 
PROBLEM  FOUND 

The  many  evils  which  characterise  our  civiHsa- 
tion  in  its  present  stage,  and  which,  as  we  have 
seen,  it  is  hopeless  to  try  to  remedy  by  socialistic 
measures,  cannot  be  regarded  as  inherent  in  the 
individualistic  system  of  division  of  labour,  for  the 
simple  reason  that  we  have  not  attained  to  a  com- 
plete individualistic  system.  The  most  vital  organs 
of  that  system,  the  mechanisms  of  exchange,  have 
been  obstructed  by  a  gross  piece  of  State  Socialism, 
bank  monopoly,  to  which  we  have  already  traced 
some  of  the  most  glaring  anomalies  in  modern 
society. 

Wliile  hoping  that  the  conclusions  which  we 
have  drawn  with  regard  to  the  evil  consequences 
of  the  Bank  Act  of  1844  will  be  amply  confirmed 
and  illustrated  when  in  coming  chapters  some  of 
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tlie  burning  questions  of  the  day  are  dealt  with,  it 
is  now  important  to  demonstrate  that  Free  Trade  in 
Capital,  or  in  other  words  entirely  Free  Banking, 
produces  results  opposite  to  those  produced  by 
our  present  monopoly  system. 

The  purpose  of  banking  is  to  supply  a  mechan- 
ism for  exchanges.  As  the  leading  feature  of  our 
civilisation  is  an  extreme,  minute,  and  universal 
division  of  labour  operating  entirely  through  free 
and  voluntary  exchanges,  it  may  easily  be  under- 
stood that  if  the  mechanism  of  banking  is  defective 
the  production  of  wealth  may  become  extremely 
difficult  though  there  be  plenty  of  raw  material  and 
workers  and  the  most  intense  demand. 

An  immense  benefit  would  therefore  accrue 
to  the  world  if  a  mechanism  for  the  operation  of 
exchanges  could  be-  established  so  wide-spread  and 
so  complete  that  all  exchanges  favourable  to  the 
production  of  wealth  could  be  accomplished  with- 
out loss  of  time  and  without  economic  sacrifice. 

Important  steps  towards  the  realisation  of  this 
desideratum  were  taken  when  the  value-measurer, 
coin,  was  introduced,  and  when  credit,  that  is 
exchanges  through  accounts,  was  invented.  The 
impossibility  of  procuring  coin  in  quantities  in  any 
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kind  of  relation  to  the  number  of  exchanges,  the 
economic  law  which  compels  coin  to  find  its  level 
in  the  markets  of  the  world,  and  the  many  incon- 
veniences which  come  of  the  handling  of  large 
quantities  of  coin — all  this  has  caused  indirect 
credit,  or  banking,  to  become  the  chief  and  indis- 
pensable medium  of  exchange  in  all  countries  which 
have  emerged  from  the  most  primitive  state  of 
civilisation. 

What  consequently  is  required  in  order  to 
arrive  at  prosperity  is  a  good  banking  system,  or 
banks  in  as  many  places  as  possible,  and  that  those 
banks  should  be  so  organised  as  to  give  the  greatest 
possible  facilities  to  all  exchanges  tending  to  pro- 
duce wealth. 

When  w^e  remember   that  so   many  economic 
P     problems  have  been  solved  by  liberty,  and   that 
free  competition  has  been  found  the  only  means  of 
|j     supplying  adequately  the  great  general  wants,  it  is 
only  natural  to  come  to  the  conclusion  that  the 
|i    best  way,  the  only  practical  way,  of  supplying  the 
world   with   that    enormous   amount   of    banking 
L     which    an   universal    prosperity   would    demand, 
is  to  leave  it  free — free  to  suit  itself  to   circum- 
stances, free  to  adopt  the  best  methods  that  can  be 
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invented,  free  to  expand  or  contract  according  to 
demand. 

If  no  State  interference  hampered  banking,  it  is 
certain  that  it  would  be  taken  up  widely,  and  by 
people  capable  of  conducting  it  successfully,  and 
consequently  there  would  be  no  lack  of  banks. 
Deposit  banking  has  been  free  in  England,  and  we 
find  that  since  1844,  when  an  important  legal 
obstacle  to  joint-stock  banking  in  the  banking 
centre  of  the  country,  London,  was  removed, 
deposit  banking  expanded  and  improved  to  an 
extraordinary  extent.  Though  this  deposit  bank- 
ing is  the  most  difficult  and  most  dangerous  of 
all  banking,  both  to  the  banks  and  to  the  public, 
disasters  have  seldom  occurred.  When  note-issuing 
banking  is  made  free  we  shall  witness  a  far  more 
remarkable  extension,  because  such  banks,  for 
reasons  which  we  shall  give,  do  not  require,  as 
deposit  banks  do,  to  start  in  districts  where  wealth 
is  already  created,  but  can  and  will  select  poor 
districts  for  their  operations,  and  there  realise  good 
profits.  As  poor  districts  abound  in  this  Empire, 
there  can  be  little  doubt  that  the  number  of  issuing 
banks  and  branches  of  issuing  banks  would  grow 
apace. 
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Free  issuing  banks  would  succeed  because 
issuing  banking  is  a  paying  business.  By  issuing 
notes,  a  small  working  capital  can  be  multiplied,  a 
large  turn-over  may  be  arrived  at,  and  conse- 
quently large  commissions  earned.  Moreover,  the 
issuing  banker  can  charge  a  high  interest  for  his 
capital,  for  capital  entrusted  to  him,  and  for  the 
credit  he  can  create,  because  he  works  in  a  com- 
paratively poor  district,  where  his  customers, 
through  his  assistance,  can  save  much  and  con- 
siderably increase  their  profits. 

For  want  of  banking  accommodation  and  such 
financial  assistance  as  an  issuing  bank  can  supply, 
many  manufacturers,  employers  of  labour,  and 
producers  of  all  degrees  are  compelled  to  buy  their 
supplies  from  middle-men,  to  pay  extra  prices,  to 
sacrifice  discounts  and  miss  good  opportunities,  to 
sell  to  middle-men  and  to  allow  heavy  discounts 
for  cash. 

Let  us  instance  the  discounts  alone.  A  small 
manufacturer  turns  over  his  trading  capital  ten 
times  a  year ;  each  time  lie  sacrifices  2^  per  cent, 
discount  because  he  cannot  pay  cash,  and  allows 
2^  per  cent,  because  he  requires  the  capital  in 
order  to   go   on  with  his   production.      He  thus 
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sacrifices  an  amount  equal  to  50  per  cent,  of  his 
trading  capital. 

If  now  a  bank  offered  liim  a  credit  equal  to  his 
trading  capital,  and  asked  him  10  per  cent,  inter- 
est, the  manufacturer  would  thankfully  accept 
the  offer ;  for  he  would  gain  yearly  an  amount 
equal  to  40  per  cent,  of  his  trading  capital.  If 
prices,  opportunities,  extended  production,  &c.,  are 
taken  into  consideration,  his  gains  through  such  a 
credit  would  be  far  more  considerable ;  in  many 
cases  it  would  mean  a  paying  business  instead  of  a 
ruinous  one.  1 

For  such  reasons  the  issuing  banker  would  be 
able  to  charge  a  high  interest,  and  yet  enormously 
enhance  the  prosperity  of  his  market.'  To  begin 
with,  he  would  have  no  competitors  other  than  the 
usurers,  who  not  only  charge  a  ruinous  rate  of 
interest,  but  aim  at  embarrassing  and  plundering 
their  victims,  not  at  increasing  their  profits,  as  the 
banker  does. 

In  Italy  the  new  banks  established  on  the 
Schulze-Delitzsche  principle  generally  charge  10 
per  cent.,  not  for  regular  banking  accommodation 
such  as  an  issuing  banker  would  afford,  but  for 
ordinary  loans,  and  yet  the  people  look  upon  these 
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■  banks  as  great  benefactors.  The  profits  on  issu- 
ing banking  would  therefore  be  sufiiciently  large 
to  cause  the  establishment  of  banks  or  branches 
wherever  profitable  production  is  possible. 

By  inquiring  into  the  methods  a  free  issuing 
banker  would  be  compelled  by  circumstances,  by 
the  natural  economic  laws,  to  adopt,  we  shall  be 
able  to  form  an  idea  of  the  extent  to  which  free 

j  note-issuing  furthers  the  interests  of  the  poorer 
classes,  and  what  a  potent  remedy  Free  Banking 

I  would  be  against  stagnation,  scarcity  of  work,  low 
wages,  and  the  manifold  miseries  which  grow  out 
of  vitiated  Economy. 

The  profits  of  an  issuing  banker  depend  largely 

.  on  the  amount  of  circulation  he  can  arrive  at,  and 
a  successful  issue  is  the  first  step  towards  forming 
a  profitable  connection  and  laying  the  foundations 
of  that  prosperity  of  the  neighbourhood  which  will 
secure  to  him  a  large  income.  The  issuing  banker's 
chief  aim,  therefore,  is  a  large  circulation. 

One  of  the  curious  fallacies  which  for  centuries 
have  stood  in  the  way  of  rational  banking  is  the 
belief  that  note-issuing  is  a  business  which  can  be 

i  taken  up  by  anybody,  and  that  a  note  circulation 
can  be  established  in  almost  any  way.     The  public. 
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our  legislators,  and  even  some  economists  of  repute, 
evidently  hold  the  opinion  that  by  printing  a 
certain  formula  on  a  piece  of  paper  this  paper 
acquires,  as  by  a  magic  stroke,  all  the  attributes  of 
coin,  especially  the  power  of  circulating  from  hand 
to  hand  all  over  the  country  for  any  length  of 
time.  This  opinion  is  based  on  the  wide,  varied, 
and  not  very  pleasant  experience  the  world  has 
had  of  Government  notes  and  State-supervised  notes, 
but  not  on  experience  of  private  free  notes.  The 
two  kinds  of  notes  have  been  treated  as  equivalents, 
and  the  conclusions  which  have  been  drawn  from 
the  experience  of  the  former  have  led  to  dread 
of  the  latter.  Government  notes  and  private  free 
notes,  far  from  being  similar  in  their  nature  and 
their  economic  effect,  differ  to  such  an  extent  in 
every  respect  that  they  must  be  considered  as  ex- 
treme opposites. 

Government  notes  and  State-supervised  notes 
circulate,  exactly  as  coin  does,  indiscriminately 
all  over  the  country  ;  they  drive  from  the  market 
an  amount  of  coin  exactly  corresponding  to  the 
amount  of  coin  they  represent,  they  affect  prices  as 
coin,  they  affect  credit  and  banking  as  coin,  they 
do  not  compel  any  special  banking  methods,  any 
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observance  of  economic  laws,  on  tlie  part  of  the 
issuer — in  short,  to  all  intents  and  purposes  they 
are  coin. 

When  we  are  better  acquainted  with  private 
free  notes  we  shall  find  that  in  all  those  points  they 
differ  entirely  from  State-supervised  notes,  and  are 
in  relation  to  their  effect  on  the  market,  on  business, 
credit,  and  banking,  similar  to  cheques. 

The  popular  idea  of  the  facility  of  note-issuing 
is  an  absurd  delusion,  as  we  shall  show.  If  note- 
issuing  were  perfectly  free  and  everybody  were  at 
liberty  to  issue  promises  to  pay  on  demand,  hardly 
any  persons  who  do  not  carry  on  a  regular 
banking  business  would  issue  notes.  The  belief 
that  the  dishonest  might  issue  large  quantities  of 
notes  and  then  decamp  is  preposterous,  because  no 
one  would  accept  in  payment  the  notes  of  a  man 
whose  integrity  and  abihty  to  fulfil  his  obligations 
were  not  well-established.  The  very  fact  that  an 
unknown  man  tendered  his  own  notes  in  payment, 
say  for  goods,  would  surely  suffice  to  rouse  the 
suspicion  of  the  most  credulous.  We  know  that 
the  respectable-looking  man  in  the  possession  of  a 
cheque-book  of  a  good  bank  cannot  buy  goods  for 
his  cheque  if  he  is  entirely  unknown.     Swindling 
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by  means  of  cheques  and  other  documents  is  so 
much  easier  than  by  notes,  that  no  dishonest  man 
would  go  to  the  expense  of  engraving  notes.  If  by 
any  chance  such  a  note  were  accepted  in  payment 
by  any  one,  it  would  at  once  be  presented  for 
payment,  and  the  deceiver  would  have  gained  but 
a  brief  respite  by  issuing  it.  Note-issuing  by  dis- 
honest people  for  swindling  purposes  under  a  free 
system  may  be  discarded  as  perfectly  impossible. 

Even  the  wealthiest  and  most  respectable  man 
could  not  circulate  notes  by  purchasing  goods  for 
them.  His  notes  would  be  taken  as  his  cheques 
would ;  but  they  would  not  remain  in  circulation. 
They  would  not  be  paid  out  again,  but  changed  into 
cash  as  soon  as  possible,  because,  being  issued  by  a 
private  individual  or  firm  not  known  as  bankers, 
everybody  would  not  know  the  value  of  the  signa- 
ture, and  they  would  be  charged  with  a  banker's 
commission ;  the  fear  of  a  possible  forgery  and  many 
other  similar  considerations  would  cause  every 
holder  to  cash  the  notes  or  to  send  them  to  a  bank. 
In  either  of  those  two  cases  the  notes  would  speedily 
be  presented  for  payment,  and  the  rich  man  who 
bought  goods  for  them  would  have  incurred  a 
large  expense  in  having  them  manufactured,  but 
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would  not  have  had  any  advantage  in  issuing  them. 
Wealthy  men  can  obtain  goods  and  services  in 
many  other  less  troublesome  and  less  expensive 
ways  than  by  note-issuing,  and  would  not  attempt 
such  a  foolish  method.  For  a  rich  man  who  is  not  a 
banker  to  have  a  number  of  small  amounts  called 
for  irregularly  would  be  a  nuisance  not  to  be  sought 
for,  but  on  the  contrary  to  be  avoided  as  far  as 
possible. 

Consequently,  bankers  alone  would  issue  notes. 
There  are,  however,  instances  of  experiences  which 
to  superficial  observers  appear  to  run  counter  to  this 
conclusion.  In  remote  districts  in  a  thinly  popu- 
lated country,  where  change  is  scarce,  traders  and 
others  have  sometimes  found  it  convenient  to  give 
their  I  0  U's  for  small  amounts  when  small  coin 
was  not  available,  in  order  to  square  accounts,  and 
those  I  0  U's  have  been  known  to  circulate  as 
coin  for  a  considerable  time  and  for  a  considerable 
amount.  Now,  this  can  hardly  be  called  note-issuing 
by  private  parties.  It  is  simply  a  kind  of  primitive 
book-keeping  employed  amid  extraordinary  cir- 
cumstances not  likely  to  appear  often  in  civilised 
countries.  Where  such  transactions  have  taken 
place  they  have  had  no  objectionable  consequences  ; 

s2 
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on  the  contrary,  they  have  facilitated  trade  and 
progress. 

Some  apparently  strange  experiences  in  Scot- 
land will  be  explained  in  our  chapter  on  Free  Trade 
in  Capital  in  Scotland  before  1844. 

The  construction  of  the  Market  in  Jersey  with- 
out any  financial  transaction  other  than  the  issue 
of  notes  is,  on  the  one  hand,  an  interesting  example 
of  the  facility  with  which  productive  work  is  accom- 
plished when  credit  is  allowed  to  be  used  in  the 
fashion  most  suitable  for  each  case ;  and,  on  the 
other  hand,  the  complete  success  of  this  operation 
might  be  quoted  as  an  instance  of  notes  being 
successfully  issued  by  a  non-banking  issuer. 
Though  the  story  of  the  Jersey  Market  notes  has 
been  told  often,  especially  by  advocates  of  fantas- 
tical note-issuing  schemes,  it  may  be  worth  while 
to  give  the  outlines  of  it  here,  as  it  illustrates 
some  important  economic  laws. 

A  Market  was  badly  wanted  in  Jersey,  and  careful 
calculation  demonstrated  that  its  cost  of  construc- 
tion would  soon  be  covered  by  rents.  The  ener- 
getic governor,  having  no  funds  for  the  enterprise, 
and  being  unwilling  to  load  the  undertaking  with 
heavy  interests,  commissions,  &c.,  which  the  calling 
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in  of  a  financier  would  have  involved,  determined  to 
finance  it  by  issuing  notes.  All  the  contractors 
and  workmen  to  be  engaged  on  the  building  agreed  to 
take  notes  in  payment.  In  this  way  the  governor 
was  enabled  to  pay  for  the  whole  building  by 
notes  of  his  own  manufacture,  and  when  the  Market 
was  finished  the  rents  which  it  produced  were 
applied  to  the  withdrawal  of  the  notes  from  cir- 
culation. This  was  easily  accomplished,  as  there 
was  no  interest  to  pay. 

From  the  point  of  view  of  the  Bank  Act,  this 
financial  operation,  though  eminently  sound,  and 
useful  to  everybody  concerned,  would  be  unlawful, 
and  would  be  punished  as  a  crime  throughout  the 
civiHsed  parts  of  the  British  Empire.  This  simple 
way  of  allowing  a  good  building  transaction,  so  to 
say,  to  finance  itself,  is  not  allowed,  howsoever  great 
the  want  of  the  building,  howsoever  plentiful  the 
materials,  howsoever  numerous  the  unemployed. 
To  accomplish  any  such  work  amid  such  circum- 
stances, a  lion's  share  must  be  given  to  a  capital- 
ist or  financier.  All  over  the  Empire  instances  may 
be  found  where  such  free  and  natural  financing, 
carried  out  by  individuals  or  by  issuing  banks, 
would  supply  work  and  create  wealth.     But,  thanks 
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to  prejudices  and  the  now  prevailing  protective 
spirit,  those  millions  of  undertakings  must  not  be 
attempted  if  the  capitalist  does  not  get  an  unnatu- 
rally large  share  of  the  profit. 

But  it  is  absolutely  necessary  to  point  out  that 
the  success  in  Jersey  in  no  way  justifies  the  many 
wild  conclusions  which  have  been  drawn  from  it,  not 
in  favour  of  Free  Trade  in  Capital,  but  of  unlimited 
note-issuing  by  the  State  and  by  communities ;  and 
also  that  it  does  not  prove  the  possibility  of  issuing 
notes  without  banking. 

Let  us  first  remember  that  the  governor  of  Jersey 
in  this  transaction  stood  in  the  place  of  a  Govern- 
ment, and  that  the  experiment  was  not  one  of  private 
issue  at  all,  but  of  Government  issue.  Then,  the 
issue  was  limited  to  a  fixed  sum,  and  the  repayment 
of  the  notes  was  guaranteed  by  a  valuable  property, 
the  Market.  Had  the  issue  been  unlimited,  and 
extended  for  less  wise  production,  the  value  of  the 
notes  would  have  been  affected,  and  have  tended  to 
fall  to  zero  if  over-issue  had  continued. 

As  it  was,  the  notes  filled  the  place  of  coin  in  f 
an    isolated  district   where  a   large    undertaking 
created    an    increased   demand   for    mediums   of 
exchange.     The  notes  no  doubt  drove  out  a  certain 
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amount  of  coin  from  the  island ;  but,  as  the  issue 
was  small,  not  all  the  coin  was  driven  out,  and 
consequently  the  notes  were  not  subjected  to  any 
discount.  The  notes  were  not  payable  on  demand, 
and  partook,  therefore,  of  the  nature  of  shares.  All 
those  who  worked  on  the  Market  had  pledged 
themselves  to  treat  the  notes  as  coin,  and  not  to 
present  them  for  payment  until  the  funds  were 
ready ;  and  finally  the  whole  of  the  community  had 
an  interest  in  the  success  of  the  undertaking. 

It  is  evident,  then,  that  in  the  Jersey  case 
there  were  a  great  many  factors  at  work,  all  of 
which  would  be  absent  in  the  case  of  a  non- 
banker  issuing  notes  for  his  own  use.  In  the  very 
best  case  such  notes  would  be  treated  as  cheques 
and  become  a  source  of  great  inconvenience  to  the 
issuer. 

A  banker  who  aims  at  establishing  a  good  note- 
circulation  cannot,  more  than  any  one  else,  cir- 
culate his  notes  by  purchasing  goods  or  services, 
for  the  notes  would  at  once  come  back  directly  from 
some  other  bank  or  clearing  house.  The  goods  he 
purchases,  or  which  are  purchased  by  those  for 
whose  services  he  pays,  cause  an  extra  demand 
for  such  goods.     This  demand  is  filled  from  dis- 
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tricts  where  the  banker's  notes  are  not  known, 
and  they  consequently  come  back  to  be  exchanged 
for  gold.  The  banker  would  thus  receive  his  notes 
back  and  be  minus  his  gold.  If  he  gave  his  notes 
away,  the  same  thing  would  happen.  He  would 
soon  find  that  he  had  parted  with  his  gold. 

There  is  only  one  way,  then,  of  working  up  a 
circulation,  namely,  by  carrying  on  a  banking  busi- 
ness, and  by  that  means  circulating  notes. 

But  even  in  lending  and  discounting  the  banker 
must  carefully  respect  the  laws  of  Pohtical  Economy, 
or  his  notes  will  not  circulate. 

He  will  soon  find  it  impossible  to  circulate  his 
notes  by  lending  or  discounting  outside  his  own 
market.  If  he  were  to  lend  his  notes  to  a  cus- 
tomer living,  or  working  his  business,  in  any  part 
of  the  country  where  his  bank  was  not  known  and 
where  the  people  were  not  used  to  his  notes,  he 
would  find  himself  in  the  disagreeable  and  danger- 
ous position  of  receiving  his  notes  back  again  by 
return  of  post  with  a  request  to  pay  them  at  once 
in  gold.  ISTo  reasonable  banker  would  expose  him- 
self to  this,  but  would  quietly  cultivate  his  own 
market. 

Private   notes  would   never   circulate   outside 
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their  own  market.  The  banker  himself  would 
certainly  not  send  them  outside,  and  other  people 
would  not  be  credited  with  such  remittances  until 
the  notes  were  paid :  they  would  therefore  prefer 
to  send  bank  drafts  or  cheques,  which  would  be 
much  cheaper  too.  If  any  private  free  notes  were  to 
stray  outside  the  market  in  parts  where  they  were 
not  known,  or  into  the  territory  of  other  banks, 
they  would  at  once  require  an  endorsement  as  a 
cheque  does,  and  would  be  charged  with  a  banker's 
commission,  which  is  more  than  sufficient  to  send 
them  home. 

Many  mistakes  would  have  been  avoided  if 
economists  had  remembered  that  private  bank- 
notes do  not  circulate  outside  their  own  market, 
for  it  would  have  explained  to  them  how  wide  is 
the  difference  between  the  economic  effects  of 
private  notes  and  State-supervised  notes.  Ex- 
perience in  England  might  have  pointed  out  this 
tendency  of  private  notes  to  circulate  in  their  own 
market  only.  There  are  more  than  one  hundred 
private  note-issuing  banks  in  England  ;  yet  people 
who  do  not  live  within  the  markets  of  those 
banks  hardly  ever  handle  a  private  note,  and  this 
is  in  spite  of  the  State-supervision  exercised  over 
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the  banks  and  the  monopoly  the  banks  possess, 
which  renders  new  issuing  banks  impossible, — all 
circumstances  which  should  tend  to  cause  notes  to 
stray  beyond  their  natural  market. 

Even  within  his  own  market,  the  issuing  banker 
cannot  lend  his  notes  indiscriminately  if  a  good 
circulation  be  his  object.  If  he  lends  his  notes  to 
consumers,  people  of  wealth  who  do  not  use  the 
notes  in  production  but  give  them  ^ut  for  pur- 
chases of  such  objects  and  services  as  represent  i 
pleasure  and  enjoyment,  the  notes  will  come  back  i 
at  once  for  payment  in  gold  as  if  the  banker  him- 
self had  made  purchases  with  his  notes.  Goods 
are  consumed  which  are  replaced  by  goods  from 
other  markets,  which  are  paid  for,  not  with 
notes,  but  gold.  The  only  chance  the  banker  has 
to  circulate  his  notes  is  to  work  with  people  whose 
business  consists  in  production,  or  in  furthering 
production,  because  in  this  way  the  increased  pro- 
duction causes,  not  an  extra  import  into  the  dis- 
trict, but  an  extra  export,  from  which  naturally 
results  a  tendency  of  gold  to  come  into  the 
district,  which  will  increase  the  banker's  gold 
stock. 

Consequently,  the  issuing  banker  must  be  care- 
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ful  not  to  have  among  his  customers  producers  who 
work  at  a  loss,  or  who  over-trade,  or  carry  on  a 
spurious  business,  because  any  production  resulting 
in  loss  is  equivalent  to  consumption. 

To  sum  up,  then,  we  find  that,  in  order  to  keep 
his  notes  in  circulation,  the  issuing  banker  must 
only  lend  his  notes  to,  and  discount  for,  producers 
in  his  own  district  who  work  at  a  profit.  Any 
deviation  from  this  rule  will  tend  to  diminish  his 
circulation  and  his  metallic  cash. 

Now,  it  is  a  well-known  fact  that  people  who  are 
most  apt  to  succeed  in  productive  business  are  not 
the  wealthiest,  but  those  possessed  of  the  required 
ability,  the  experience,  the  industry  and  frugahty. 
Such  people  are  not  generally  capitalists,  and  to 
them  an  ordinary  deposit  banking  account  is  of 
little  use.  But,  as  they  cannot  circulate  the  notes 
without  having  an  account,  the  issuing  banker  is 
obliged  to  grant  a  '  cash-credit  account ' — that  is, 
a  banking  account  without  deposit,  a  pure  credit 
for  a  certain  fixed  amount.  The  economic  con- 
ditions the  issuing  banker  must  look  out  for  are 
such  that  the  bank  must  be  satisfied  with  much 
poorer  securities  than  a  deposit  bank  would  de- 
mand.    The  guarantee  of  two  or  more  respectable 
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friends  might  be  considered  sufficient.  The  issuing 
banker,  making  far  larger  profits  than  a  deposit 
bank,  is  satisfied  to  take  a  somewhat  greater  risk, 
especially  as  he  risks  only  a  small  amount  in 
each  case  and  finds  his  safety  in  numbers. 

The  cash-credit  holders,  being  thus  generally 
people  who  are  not  offered  credit  from  deposit  banks, 
and  to  whom  a  small  credit  is  of  the  utmost  impor- 
tance, will  gladly  take  the  trouble  to  fetch  the 
notes  from  the  banks  instead  of  drawing  cheques. 
Moreover,  as  tliey  are  mostly  people  in  a  small  way 
of  business,  or  mostly  employers  of  labour  whose 
chief  disbursements  consist  of  wages,  it  suits  them 
better  to  use  the  notes  than  to  draw  cheques. 
When  note-issuing  is  entirely  free,  it  will  assist 
the  bankers,  in  creating  a  circulation,  to  issue 
small  notes  suitable  to  wage-paying  trades. 

The  natural  economic  laws  which  regulate 
free  note-issuing  that  we  have  just  exjDlained, 
compel  the  issuing  banker  to  select  his  customers 
in  the  very  opposite  way  to  that  which  a  deposit 
bank  must  adopt.  While  a  deposit  bank  must 
give  jDreference  to  customers  according  to  their 
wealth,  the  issuing  banker  must  give  preference  to 
those  who  can  best  employ  labour  and  best  further 
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the  prosperity  of  liis  own  market,  and  must  shun 
customers  who  have  nothing  but  wealth  to  recom- 
mend them. 

The  deposit  banker  need  not  consider  the  interest 
either  of  his  market  or  of  the  country  so  long  as  he 
holds  o^ood  securities  for  advances ;  but  the  issuini? 
banker  has  his  interest  intimately  bound  up  in  that 
of  his  district,  and  every  loss  which  he,  by  mistakes, 
causes  to  the  district  means  to  him  loss,  inconveni- 
ence, or  risk.  His  interest  is  that  the  production  of 
his  market  should  be  as  flourishing  as  possible,  that 
no  source  of  raw  material  should  be  neglected,  that 
no  ground  should  remain  uncultivated,  and  that 
nobody  who  can  work  should  be  idle.  In  order  to 
protect  himself  against  losses,  he  must  carefully 
avoid  over-issuing.  Every  note  he  issues  affects 
his  market,  and  his  market  ohIt/,  as  coin  would 
affect  it.  It  tends  to  increase  the  demand  for  raw 
materials  and  for  the  workers  in  the  district,  and 
consequently  to  raise  the  cost  of  production  within 
his  district. 

If  the  banker  were  to  issue  too  many  notes  he 
would  encourage  over-production,  and  his  customers 
would  find  that,  instead  of  a  profit  on  their  produc- 
tion, they  would  have  a  loss.     Loss  on  a  production 
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means  that  the  capital  which  is  consumed  is  greater 
than  that  which  has  been  produced ;  and,  conse- 
quently, there  would  be  a  deficiency  of  capital  in 
the  district,  which,  in  the  face  of  plentiful  supphes 
of  mediums  of  exchange,  would  at  once  be  made 
good  from  other  districts.  Those  imported  goods 
could  not  be  paid  for,  as  we  have  seen,  in  the  notes 
of  the  over-issuing  banker.  The  notes  would 
therefore  be  presented  for  gold  or — which  is  as 
unwelcome  to  the  issuing  banker — for  drafts  on 
other  places,  and  the  banker  would  find  his  metallic 
cash  dwindling  fast.  This  would  at  once  compel 
him  to  curtail  his  business  and  his  profits,  and,  if 
his  over-issue  were  considerable,  many  of  his 
weaker  customers  would  be  incapable  of  repaying 
him  their  loans,  and  his  losses  might  become 
serious.  ^ 

In  this  way  the  issuing  banker  would  be  warned 
by  the  state  of  his  metallic  cash,  so  soon  as  he  had 
exceeded  the  note-holding  capacity  of  his  market, 
that  he  must  not  attempt  to  issue  another  single 
note.  Thus,  the  dullest  of  bankers  could,  by 
regulating  his  issue  on  the  state  of  his  metaUic 
cash,  keep  his  market  in  a  constantly  healthy  con- 
dition, and  the  clue  to  the  nature  of  his  customers' 


THE  CAPITAL  AND  LABOUR  PROBLEM  271 

business  which  his  account  books  afforded  him  would 
always  enable  him  to  weed  out  any  bad  accounts. 

The  existence  in  every  district  all  over  the 
country,  not  to  say  all  over  the  Empire,  of  at  least 
one  institution  which  has  both  the  strongest  interest 
and  the  most  powerful  means  to  supply  capital  to 
those  who  can  best  use  it,  to  encourage  poor  but 
able  and  honest  workers,  to  facilitate  every  possible 
production  of  wealth  and  at  the  same  time 
effectively  check  over-production  and  nip  in  the 
bud  every  cause  of  bad  trade,  stagnation,  or 
panic — the  network  of  such  institutions  would 
certainly  produce  a  state  of  prosperity  altogether 
undreamed  of. 

By  the  great  advantage  it  would  confer  on  the 
working  classes  it  would  enormously  increase  the 
consuming  power  of  our  big  centres,  and  thus 
transform  them  from  over-producing  and  under- 
consuming  districts  into  insatiable  markets.  The 
difference  from  the  now  prevailing  state  of  things 
would  be  extremely  striking,  because,  as  we  have 
seen,  while  our  present  banking  system  severs 
capital  from  labour,  causes  capital  to  be  destroyed 
and  exported,  and  enforces  a  deplorable  under- 
consumption all  over  the  Empire,  the  Free-Banking 
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system  establislies  the  closest  possible  co-operation 
between  capital  and  labour,  accelerates  enormously 
the  production  of  capital,  and  increases  considerably 
the  consuming  power  of  the  masses. 

We  have,  in  a  preceding  chapter,  shown  that 
the  Bank  Monopoly  Act  of  1844  destroys  the  pro- 
sperity of  the  working  classes,  not  only  by  severing 
capital  from  labour,  but  also  hy  raising  the  cost  of 
production  and  the  cost  of  living  and  lowering  the 
price  of  sale. 

From  what  we  have  said  regarding  the  methods 
the  issuing  banker  is  compelled  to  adopt,  it  is  easy 
to  conclude  that  even  in  this  respect  the  effects  of 
the  Free-Banking  system  would  be  exactly  oppo- 
site to  those  of  our  present  deposit  system. 

When  such  large  masses  of  business  people  are 
supplied  with  banking  accommodation  (as  we  have 
seen  to  be  the  case  under  a  free  system),  the 
greater  part  of  such  business  as  is  now  cleared  by 
cash  (coin  and  Bank  of  England  notes)  would  be 
cleared  by  banking,  without  the  use  of  coin.  The 
bulk  of  the  remainder  would  be  cleared  by  free 
notes,  not  by  coin.  A  very  small  proportion 
would  have  to  be  settled  by  metallic  coin,  or  by 
such  notes  as  replace  coin  in  this  country — that  is, 
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Bank  of  England  notes,  or  such  notes  as  Govern- 
ment mav  issue  as  a  substitute  for  sovereii^ns 
and  half-sovereigns.  The  free  system  would 
therefore  allow  a  very  material  increase  in  pro- 
duction without  importation  of  extra  coin.  The 
rise  in  the  cost  of  production,  which  would  con- 
sequently be  small  in  this  country,  would  not  be 
lowered  abroad.  While  the  desire  for  gain  on 
the  part  of  the  bankers  would  induce  them  to  keep 
the  production  as  flourishing  as  possible,  and  con- 
sequently wages  high,  their  prudence  would  pre- 
vent them,  in  self-protection,  from  encouraging  so 
high  a  rise  in  wages  and  cost  of  production  as  to 
destroy  profits.  A  healthy  and  happy  medium 
would  thus  be  attained,  which  no  other  system 
could  effect. 

When  in  every  part  of  the  country  unhealthy 
competition  is  checked  by  the  bank,  and  when  all 
the  working  classes  are  in  a  position  to  consume 
normally  (not  to  say  largely),  production,  in  the 
hands  of  the  most  suitable  people,  would  be 
carried  on  on  a  large  scale,  according  to  the  very 
best  methods,  with  the  best  machinery  and  cheap- 
est raw  materials.  The  goods  produced  would 
therefore  be  of  good  quality  and  cheap.     Every 
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good  system  of  banking  ought  to  produce  low  cost 
of  production  and  high  wages.  As  we  shall  see 
later,  the  French  hanquier  system  tends  strongly 
in  this  direction. 

We  have  in  this  chapter  striven  to  show  that 
correct  reasoning  from  the  natural  laws  of  Economy 
alone — without  reference  to  experience — leads  in- 
evitably to  the  conclusion  that  entirely  Free  Banking 
is  the  true  solution  of  the  problem  of  Division  of 
Labour  and  the  most  effective  means  of  bringing 
about  national  prosperity.  In  the  two  following 
chapters  we  shall  demonstrate  how  the  conclu- 
sions we  have  arrived  at  are  completely  borne  out 
by  experience. 


1 
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CHAPTEE  XYII 

FREE   TRADE   IN   CAPITAL   IN   SCOTLAND   BEFORE   1844 

So  general  and  so  strong  are  the  prejudices  against 
free  note-issuing  that,  in  spite  of  any  amount  of 
unimpeachable  reasoning  to  prove  it  to  be  the  only- 
kind  of  rational  banking,  it  would  be  hopeless 
to  attempt  to  introduce  it  into  England  (and  the 
authors  of  this  work  would  certainly  not  have 
thrown  themselves  into  so  uneven  a  struggle)  were 
it  not  for  the  one  hundred  and  twenty-eight  years' 
successful  experience  of  free  note-issuing  in  Scot- 
land. With  such  an  experience  to  fall  back  upon, 
it  should  be  easy  to  rivet  the  attention  of  so 
commercial  a  nation  as  England  to  the  explanation 
of  this  experience  and  to  arguments  in  favour  of 
economic  freedom  and  of  the  abolition  of  an  obso- 
lete monopoly. 

The  first  bank  in  Scotland  was  established  in 
1695,  and  was  not  a  free  bank.     It  had  a  Govern- 
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ment  charter  for  twenty-one  years ;  but  when,  in 
1716,  the  charter  expired,  nobody  proposed  its 
renewal,  and  from  that  date  banking  was  free  in 
Scotland.  If  we  except  some  of  the  cantons  in 
Switzerland,  where  banking  was  unhampered  by 
Government  interference  and  where  industry  and 
thrift  consequently  progressed  marvellously,  the 
period  between  1716  and  1844  in  Scotland  is  in 
modern  times  the  only  example  of  Free  Banking 
the  world  possesses. 

Of  the  beneficial  effects  of  the  Scotch  banking 
system  there  cannot  be  two  opinions.  All  writers 
on  banking,  all  economists,  and  all  historians 
throughout  the  world,  who  deal  with  it,  are  unani- 
mous in  its  praise.  Dunning  Macleod  likens  its 
beneficial  effects  to  those  of  the  fertilisinij^  waters 
of  the  Nile.  Had  the  economic  theories  which 
underlie  free  note-issuing  been  known  at  the  time, 
banking  would  have  been  free  in  Scotland  to  this 
day.  With  those  theories  in  our  possession,  the 
rapid  economic  development  in  Scotland  ceases 
to  be  a  wonder. 

What  we  find  in  the  history  of  Scotland  is  that 
up  to  about  1690  this  country  was,  as  regards 
economic  development,  security  to  life  and  property, 
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and,  in  fact,  civilisation  in  general,  in  a  most 
deplorable  state. 

But  from  that  period  we  note  a  marked  and 
marvellous  change,  a  steady  progress  in  every 
direction — a  progress,  considering  the  almost  semi- 
barbarous  state  from  which  it  emerged,  entirely 
unrivalled  by  that  of  any  other  European  nation. 
One  hundred  and  twenty  years  later — that  is,  in 
the  middle  of  this  nineteenth  century — Scotland 
could  boast  good  communications,  splendid  ports, 
a  large  commercial  fleet,  an  extensive  trade,  various 
and  world-famed  manufactures,  a  system  of  agri- 
culture which  served  as  a  model  to  the  rest  of  the 
world,  developed  mines,  flourishing  fisheries,  some 
30,000,000/.  sterling  deposited  in  the  banks,  and  a 
loyal  population  characterised  by  business  habits 
and  a  spirit  of  thrift  from  which  England  and  the 
Colonies  have  largely  benefited. 

And  all  this  progress  was  achieved  in  the  teeth 
of  formidable  obstacles.  The  climate  was  hard, 
the  soil  mostly  poor,  protective  duties  weighed 
down  trade  and  industry,  political  and  religious 
animosities  were  smouldering  ;  in  England  Govern- 
ment interference  produced  financial  distress  and 
panics,  which  reacted  on  Scotland ;  but  the  greatest 
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difficulty  the  banks  had  to  encounter  was  the  total 
absence  of  the  true  theories  of  note-issuing.  All 
their  progress  in  banking,  all  their  good  methods, 
were  the  result  of  experience,  sometimes  very  dearly 
bought.  The  history  of  banking  in  Scotland  makes 
this  evident.  This  history  has  been  too  well  told 
to  need  repetition  here,  and  we  shall  therefore 
only  glance  at  those  passages  of  it  which  are  inte- 
resting from  a  politico-economic  point  of  view. 

From  1716  there  was  no  legal  obstacle  to  the 
estabhshment  of  note-issuing  banks  in  any  number, 
nor  to  the  issuing  of  notes  by  anyone  to  any  extent 
and  of  any  amount.  Anyone  was  allowed  to  issue 
notes,  if  he  could,  from  a  penny  to  thousands  of 
pounds.  During  the  first  part  of  the  eighteenth 
century  this  liberty  was  but  little  used,  for  the 
number  of  issuing  banks  was  small  and  the  estab- 
lishment of  branches  had  not  been  tried.  The  first 
experiments  with  branch  offices  were  not  successful 
and  had  to  be  abandoned.  Thus  we  find  that  there 
was  none  of  that  swamping  the  country  with  notes 
which  is  so  generally  supposed  to  be  the  immediate 
consequence  of  free  note-issuing. 

The  banks  did  not  find  it  easy  work  to  extend 
their  issue.     They  made  it,  however,  more  difficult 
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than  it  need  have  been  by  striving  for  a  bad  and 
impossible  object,  namely,  over-issue.  They  seem 
to  have  been  under  the  very  general  delusion  that 
bank-notes  are  coin,  and  that  coin  is  wealth,  for 
they  manufactured  large  quantities  and  devised 
every  dodge  to  circulate  them. 

We  say  tried,  for  that  was  all  they  could  do. 
Experience  in  Scotland  between  1716  and  1757  con- 
firms in  the  most  striking  manner  the  truth,  we 
might  say  the  economic  axiom,  tlmt  free  notes  can- 
not be  over-issued.  The  Scotch  banks,  eager  to 
circulate  their  notes,  granted  new  credits  when  their 
markets  were  choked  full  of  notes  ;  and  the  result,  of 
course,  was  that  prices  rose,  consumption  increased, 
and  capital  was  imported  from  other  markets, 
especially  from  England,  and  the  notes  rushed  back 
on  the  bank  to  be  exchanged  for  gold.  Instead  of 
restricting  their  issue,  the  banks  continued  their  vain 
attempts  to  over-issue;  and,  in  order  to  meet  the  notes 
which  came  back,  they  ordered  gold  from  London. 

This  gold  had  to  be  paid  for,  and  the  payment 
was  made  in  drafts  on  London  which  the  banks 
bought  in  Scotland  at  a  premium,  or  the  gold  was 
obtained  from  London  by  a  system  of  drafts  and 
return-drafts  between  the  banks  and  their  agents 
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in  London.  Each  way  entailed  a  heavy  loss  on  the 
banks.  It  is  recorded  that  at  one  time  it  was  a 
paying  business  to  sell  one-month  or  two-months 
drafts  on  London  at  a  premium  for  notes,  then  to  pre- 
sent the  notes  for  payment  in  gold  and  send  the  gold 
to  London  to  meet  the  di^afts.  In  any  case  the  gold 
which  was  brought  from  London  returned  thither 
in  obedience  to  the  economic  laws  which  compel 
coin  to  find  its  level,  and  it  was  quite  a  usual  thing 
that  the  stage  coaches  which  met  on  the  road 
from  London  and  Edinburgh  were  both  laden  with 
gold. 

All  this  expense  and  all  this  trouble  would 
have  been  avoided  if  the  bankers  had  understood 
that  every  market  will  hold  only  that  amount  of 
notes  which  is  natural  to  it,  and  that  over-issue 
is  impossible  when  the  notes  are  deprived  of  all 
Government  prestige. 

Had  the  Government  interfered  a  little  with  the 
note-issuing  in  Scotland,  the  attempts  of  the  banks 
to  over-issue  would  probably  have  succeeded. 
Their  notes  would  have  permeated  the  whole 
country,  cash  payment  might  have  been  suspended ; 
the  notes  would  then  have  circulated  with  a  dis- 
count, might  have  lost  their  value  gradually,  and 
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finally  become  valueless.  When  Government  inter- 
feres with  banking,  the  people  suffer  from  the  mis- 
takes of  the  banks;  but  when  the  banks  are  free  the 
consequences  of  their  mistakes  fall  on  themselves. 

Another  great  cause  of  loss  to  the  banks  was 
their  attempt  to  ruin  one  another.  One  bank  col- 
lected secretly  a  large  amount  of  notes  of  another 
bank,  and  presented  them  all  at  once,  hoping  thus 
to  cause  a  run  on  its  rival,  and  compel  it  to  stop 
payment.  This  attempt,  however,  never  brought 
about  the  catastrophe  aimed  at. 

It  can  easily  be  conceived  how  those  mistakes 
of  the  banks  must  have  prevented  the  free  system 
from  working  out  the  splendid  results  of  which  it 
is  capable,  and  when  we  try  to  gauge  the  effect  of 
Free  Banking  in  England,  Ireland,  India,  and  the 
Colonies,  we  must  remember  that  such  mistakes 
would  now  be  entirely  out  of  the  question. 

In  the  year  1756  the  attempts  of  the  banks  to 
over-issue  were  most  strenuous ;  and,  as  at  the  time 
there  was  a  brisk  demand  in  England  for  coin,  the 
banks  felt  severely  the  consequences  of  their  folly. 
Smaller  banks  had  been  established,  especially  in 
the  north,  which  issued  notes  of  very  small  amounts ; 
and,  as   the   great   scarcitv   which  resulted  both 
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from  the  financial  stress  in  England  and  from  the 
mismanagement  of  the  Scotch  banks,  caused  a  good 
demand  for  small  notes,  those  small  banks  followed 
the  example  of  the  big  ones  and  did  their  best  to 
over-issue.  The  scarcity  of  change-coin  and  the 
small  use  which  was  made  of  book-keeping  induced 
many  private  firms  to  issue  their  own  notes,  especi- 
ally in  places  where  no  banker  had  taken  up  this 
business ;  and  in  this  way  the  country  really  seemed 
inundated  with  notes. 

Some  of  the  large  banks,  in  order  to  protect 
themselves  from  the  surprises  of  their  rivals,  had 
quietly  added  to  the  text  of  their  notes  (generally 
in  very  small  print)  reservation  clauses  whereby 
the  payment  of  the  notes  might  be  made  on  pre- 
sentation, or  six  months  after,  at  the  option  of  the 
issuing  bank.  As  tliose  clauses  were  not  taken 
advantage  of  against  ordinary  holders,  but  only 
against  intriguing  rivals,  the  public  did  not  mind 
them :  in  fact,  the  people  did  not  study  the  text  at 
all  so  long  as  they  knew  the  bank  to  be  safe. 

This  example  of  the  large  banks  was  followed 
by  the  smaller  ones  and  by  private  issuers,  and 
notes  soon  appeared  with  very  singular  reserva- 
tions indeed.     But,  as  they  were  very  rarely  taken 
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advantage  of,  and  the  people  were  perfectly  free  to 
take  the  notes  or  not,  no  harm  was  done.  Perhaps 
the  most  curious  examples  of  the  notes  of  those 
days  were  some  issued  by  an  innkeeper  for  very 
small  amounts,  in  which  the  issuer  reserves  himself 
the  right  to  pay  either  in  coin  or  in  beer.  On  the 
back  of  some  of  these  notes  might  be  found  receipts 
for  so  many  jugs  paid  on  account.  '  What  an 
awful  thing  for  a  country  to  have  its  currency  in 
such  a  state ! '  currency  theorists  and  opponents 
to  Free  Banking  will  probably  exclaim. 

In  this  work  we  have,  as  most  of  our  readers 
will  have  observed,  tried  to  supply  the  most  plau- 
sible arguments  against  Free  Banking,  in  order  to 
meet  them  and  thus  remove  as  many  doubts 
as  possible.  Now,  we  have  mentioned  these 
shocking  specimens  of '  free  notes  to  show  the 
futility  of  objections  which  at  first  sight  appear 
serious  enough.  The  exclamation  of  the  currency 
theorists  has  no  meaning  at  all,  because  the  word 
'  currency  '  has  no  meaning  and  is  not  defined.  If 
currency  means  legal  tender  such  notes  cannot 
possibly  be  reckoned  currency,  for  they  were  simply 
pieces  of  paper  on  which  the  people  recorded  their 
transactions,  for  want  of  book-keeping  and  small 
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change.  If  the  innkeeper  had  been  forbidden  to 
maintain  order  in  his  business  by  means  of  such 
papers,  he  would  have  used  his  shutter  and  a  piece 
of  chalk.  Would  not  this  piece  of  currency  have 
been  just  as  shocking  ? 

The  fact  was  that  not  one  note,  howsoever 
absurd  in  nature  and  tenor,  was  issued  which 
did  not  constitute  a  convenience  for  the  ^^eople 
amid  the  circumstances  in  which  they  lived. 
The  country  had  received  a  strong  impulse  on- 
wards by  the  easy  supply  of  capital  and  of 
mediums  of  exchange  which  Free  Banking  involves ; 
and  when  the  people,  eager  to  produce  and  to  trade, 
had  to  face  an  extraordinary  scarcity  of  coin  caused 
by  Government  mistakes  in  England  and  by  the 
mismanagement  of  the  banks,  and  when,  in  the 
absence  of  theoretical  knowledge  and  correct 
theories,  banks  did  not  come  forward  in  propor- 
tion to  the  demand  for  mediums  of  exchange,  the 
people  helped  themselves  as  well  as  they  could 
without  proper  account  books. 

Slight  reflection  will  at  once  make  it  clear  that 
no  free  note  will  circulate  an  hour  after  it  has 
ceased  to  be  useful,  and  that  clumsy,  troublesome 
notes  will,  under  a  free  system,  soon  have  to  give 
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way  to  better  ones  which  competition  is  sure  to 
supply. 

Here  is  perhaps  the  place  to  show  that  the  so- 
called  '  nuisance  '  of  notes  of  very  small  amounts 
is  entirely  imaginary ;  for  the  amount  of  each  note 
will  be  regulated,  exactly  as  the  tenor,  by  the  con- 
venience of  the  public  as  long  as  there  is  no  State 
interference.  Small  notes  cost  as  much  to  print 
and  check  as  large  notes,  and  no  banker  would, 
therefore,  circulate  notes  smaller  than  the  public 
require.  The  very  moment  small  notes  ceased  to 
be  useful  to  the  public,  and  long  before  they 
became  a  nuisance,  they  would  cease  to  yield  profit 
and  would  consequently  be  withdrawn. 

There  is  in  all  free  notes  a  tendency  to  make 
room  for  better  mediums  of  exchange  by  disappear- 
ance from  circulation.  This  was  clearly  demon- 
strated when  the  London  banking  houses  who 
possessed  an  old  privilege  of  issuing  notes  gave 
it  up  voluntarily.  They  did  so  because  their  notes 
did  not  circulate  any  longer,  or  at  least  not  with 
enough  facility  to  yield  a  profit.  The  reason  of 
this  was  that  their  customers  became  too  wealthy 
to  use  so  primitive  a  medium  as  notes.  They 
gradually  all  became  deposit-account  holders,  and 
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the  natural  mediums  of  exchange  in  connection 
with  deposit  accounts  are  cheques,  not  notes.  Con- 
sequently, notes  made  room  for  cheques.  Notes 
will  circulate  only  where  the  people  are  poor 
enough  to  wish  and  willing  to  pay  for  cash-credits. 
If  note-issuing  is  made  free  in  England,  the  day  will 
come  when  free  notes  will  cease  to  circulate. 
England  and  most  parts  of  the  Empire  are  beyond 
that  stage  which  allows  such  notes  to  be  used  as 
those  of  the  innkeeper  who  promised  to  pay  in 
money  or  in  beer  at  his  own  option. 

Those  who  objected  to  the  many  small  notes 
were  not  the  people,  but  the  larger  bankers,  who 
could  not  make  small  notes  pay  in  the  wealthy 
centres  where  they  worked,  and  who  were  short- 
sighted enough  to  believe  that  they  were  injured 
by  the  success  of  the  smaller  banks  through  small 
notes  in  the  poorer  district.  Had  they  understood 
their  business  better,  they  would  have  encouraged 
such  small  banks  instead  of  intriguing  against 
them. 

Wlien  the  over-issuing  attempts  of  the  larger 
banks  continued  to  fail,  these  raised  a  cry  against 
the  inundation  of  the  country  by  small  notes  which 
drove  the  coin  away.     They  saw  the  mote  in  the 
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eyes  of  the  small  banks,  but  did  not  see  the  beam 
in  their  own.  In  the  year  1756  a  Eoyal  Commis- 
sion was  got  together  in  order  to  inquire  into  the 
scarcity  of  coin  in  Scotland  and  the  causes  of  the 
troubles  of  the  banks.  It  seems  strange  to  us  now 
that  a  Eoyal  Commission  should  be  required  to  find 
out  why  people  got  into  trouble  because  they  pro- 
mised to  pay  more  than  they  could. 

The  recommendation  of  the  Commission  was 
twofold.  They  told  the  bankers  not  to  issue  more 
notes  than  their  respective  markets  would  carry, 
which  was  very  sensible ;  and  they  asked  Government 
to  forbid  the  small  notes,  which  was  very  foolish. 

It  is  not  surprising  that  people  in  the  year 
175G  should  deem  it  wise  to  forbid  mediums  of 
exchange  which  circulate  only  on  the  strength  of 
their  usefulness  with  a  view  to  improving  trade  ; 
but  it  is  strange,  to  say  the  least,  that  modern 
writers  on  Banking  should  endorse  such  views. 
Some  English  authorities  on  Banking  have  not 
hesitated  to  declare  that  the  Government,  in  adopt- 
ing the  recommendation  of  the  Commission  to 
forbid  all  notes  under  one  pound,  acted  wisely, 
and  thereby  removed  the  banking  troubles  in 
Scotland. 
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The  fact  was  that  the  scarcity  of  coin  was 
caused  by  the  banks'  own  mistakes  in  trying  to 
over-issue ;  and  when,  after  1756,  they  saw  the  error 
of  their  ways,  and  began  to  work  in  a  rational  way, 
their  difficulties  of  course  disappeared.  When  a 
cause  is  removed  the  effect  is  bound  to  go  too. 
Why  the  small  notes  have  been  associated  with  the 
evil  and  their  abolition  with  the  remedy  is  impos- 
sible to  explain  except  by  the  somewhat  general 
weakness  in  favour  of  State  interference. 

Far  from  being  an  advantage  to  the  country, 
the  prohil)ition  of  the  small  notes  obliged  the 
banks  in  the  poor  districts  to  shut  their  doors, 
and  the  consequences  of  this  may  be  seen  now  in 
the  Highlands  and  Islands.  Just  as  now  many  of 
the  Scotch  branch  offices  would  have  to  be  closed 
if  the  issuing  of  one-pound  notes  were  forbidden, 
so  the  small  banks  could  not  make  their  expenses 
when  they  were  not  allowed  to  supply  mediums 
of  exchange  suitable  to  the  condition  of  the 
country.  In  a  poor  country  a  small  coin  or  a 
small  note  goes  a  long  way,  and  this  is  the  secret 
of  cheap  living  and  cheap  production. 

When  the  mediums  of  exchange  which  it  is  the 
business  of  banks  to  supply  were  no  longer  allowed 
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to  regulate  themselves  on  the  requirements  of  the 
country,  and  when  the  arbitrary  amount  of  one 
pound  was  fixed  as  the  lowest  limit  of  a  note,  the 
Free  Banking  system  was  maimed  and  deprived  of 
its  great  pioneering  power.  Wlien  we  study  the 
effects  of  Free  Banking  in  Scotland  in  order  to  form 
an  opinion  of  what  it  would  do  for  other  countries, 
we  should  remember  that  the  very  year  the  banks 
began  to  work  in  a  rational  manner,  when  they  at 
last  gave  up  their  attempts  to  over-issue,  that  ver}^ 
same  year  tlie  first  blow  was  struck  at  the  free 
system.  Had  this  blow  not  been  struck  we  should 
have  seen  results  in  Scotland  far  exceeding  those 
which  followed. 

Wlien  the  first  branch  offices  of  the  Scotch 
banks  were  established,  this  was  done  with  a  view 
to  force  theh'  notes  on  tlie  market.  Having  after 
long  experience  come  to  the  conclusion  that  there 
was  a  natural  limit  to  the  note-holding  capacity 
of  every  market  which  could  not  be  exceeded, 
and  that  the  notes  had  a  tendency  to  remain  in 
the  place  where  they  were  issued,  the  bankers  hit 
upon  the  idea  of  opening  a  branch  in  another  part 
of  the  country  where  notes  might  be  issued  while 
they  paid  them  only  at  the  head  office.     It  was 
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expected  tliat  the  notes  would  gradually  percolate 
from  the  issumg  place  to  the  head  office,  thus 
saturating  the  intervemng  district. 

What  happened  ?  A  certain  quantity  of  notes 
circulated  round  the  new  office  as  round  the  old 
one,  but  any  notes  that  were  issued  above  that 
quantity  came  straight  back  to  the  head  office  for 
payment  in  gold,  and  very  few  of  them  strayed 
into  the  intervening  districts. 

When  the  banks  realised  that  such  were  the 
results  of  a  new  branch  they  had  at  last  dis- 
covered the  right  way  of  extending  their  circula- 
tion and  their  business.  As  each  branch  gave 
them  a  new  market  capable  of  holding  a  certain 
quantity  of  notes,  they  had  only  to  increase  the 
number  of  their  branches  in  order  to  extend  their 
business.  And  this  they  did  so  energetically 
that  at  the  end  of  the  free  period  there  were  about 
three  hundred  bank  offices  in  Scotland.  The  banks 
also  found  that  the  offices  which  they  started  in 
poor  districts  circulated  more  notes  in  proportion 
to  the  metallic  cash  required,  and  though  the 
average  business  in  such  places  was  small,  it  paid 
well  because  it  was  done  chiefly  with  notes. 
When  this  discovery  was  made,  the  poverty  of  a 
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district  was  never  looked  upon  as  an  obstacle  to 
the  success  of  a  branch  ;  all  that  was  wanted  was 
a  population  willing  to  work. 

The  securities  the  bank  obtained  for  cash-credits 
in  poor  districts  were  generally  only  such  as  poor 
people  can  give,  usually  the  guarantee  of  two 
friends.  If  the  branches  could,  under  such  circum- 
stances and  with  such  guarantees,  arrive  at  a 
large  turn-over  without  suffering  losses  from  bad 
debts  worth  mentioning,  the  explanation  is  to  be 
found  in  the  thorough  healthiness  of  the  whole 
system.  With  Free  Banking,  production  pays 
well  and  there  is  nothing  to  cause  loss  to  any- 
body. The  most  dishonestly  inclined  find  honesty 
the  best  policy,  and  a  good  character  and  punctu- 
ality in  business  become  indispensable  conditions 
for  a  cash-credit. 

The  more  the  workings  and  the  effect  of  the 
Scotch  system  are  studied  the  more  clearly  will  it 
be  seen  how  they  confirm  in  every  way  the  con- 
clusions we  arrived  at  by  induction  in  the  previous 
chapter.  Had  the  freedom  not  been  curtailed  in 
1765,  the  whole  system  would  probably  not  have 
suffered  destruction  in  1844,  when  Peel's  Act 
created  a  monopoly  for  the  then  existing  banks  m 
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Scotland  and   limited  tlieir   issue   to  the    amount 
which  they  had  in  circulation  at  that  time. 

As  Free  Trade,  that  indispensable  condition  for 
real  prosperity,  was  not  introduced  into  Scotland 
until  the  very  time  at  which  Free  Banking  was 
abolished,  we  have  no  example  of  a  country  en- 
joying these  two  blessings  simultaneously.  It  is 
certain  that  the  effects  of  the  one  would  greatly 
enhance  the  effects  of  the  other,  and  as  we  know  that 
the  prosperity  of  one  country  reacts  favourably  on 
that  of  another,  there  can  be  little  doubt  that  the 
introduction  of  Free  Banking  into  Great  Britain 
and  Ireland,  India  and  our  free-trading  Colonies, 
would  produce  results  far  exceeding  those  which 
followed  the  adoption  of  Free  Trade. 
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CHAPTEE  XVIII 
THE  fee:scii  baxquier  system 

The  Scotcli  free  banking  system  is  not  the  only 
one  wliicli  brings  about  co-operation  between 
capital  and  labour  and  furthers  production.  The 
French  hanquier  system  accomplishes  the  same 
beneficial  results.  Though  these  two  systems 
appear  so  different  in  methods  and  organisation,  it 
is  an  interesting  and  instructive  fact  that  tlxe  bene- 
fits arising  out  of  each  of  these  systems  spring  from 
their  compliance  with  the  same  economic  laws. 

By  the  French  hanquiers  we  do  not  mean  the 
few  large  loan  oflices  which  advance  cash  on  shares 
and  other  securities,  but  the  thousands  of  private 
hanquiers  who  everywhere  in  France,  in  small 
centres  as  in  large  towns  and  villages,  compete 
with  each  other  in  supplying  capital  to  labour. 
The  nature  of  their  business  is  to  favour,  not  the 
richest  consumers,  but  the  best  employers  of  labour. 
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thus  facilitating  work  and  production  in  e very- 
corner  of  the  land. 

The  chief  medium  of  exchange  in  the  French 
hanquier  system  is  the  draft.  When  a  French 
producer  or  merchant  has  sold  a  parcel  of  goods 
and  made  out  his  invoice,  he  at  once  draws  a  draft 
on  the  buyer.  This  draft  he  takes  to  his  banker,  who 
makes  out  a  bordereau,  or  a  statement  in  which  the 
net  value  of  the  draft  or  the  drafts  paid  in  that  day 
is  arrived  at  by  the  deduction  of  interest,  differ- 
ences of  rates  of  exchange  and  banker's  commission. 
The  banker  credits  the  drawer  for  the  net  amount 
of  each  bordereau  in  account  current,  and  allows 
either  the  full  amount  or  part  of  it  to  be  drawn  at 
once.  As  a  keen  competition  exists  between  the 
bankers,  producers  or  merchants  whose  drafts  as 
a  rule  in  due  time  meet  with  a  prompt  acceptance 
and  payment  can  generally  draw  the  full  amount, 
and  are  often  allowed  an  overdraft. 

The  business  of  the  mass  of  banquiers,  who 
are  spread  like  the  meshes  of  a  net  all  over  the 
country,  consists  chiefly  in  discounting  such  drafts. 
It  is  easy  to  understand  that  this  method  of  banking 
is  to  the  banker  more  profitable  than  money 
lending,  even  at  a  very  high  interest,  for  it  allows 
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him  to  turn  over  large  amounts  with  a  very  small 
capital.  The  drafts  the  banker  discounts  for  his 
customers  are  generally  drawn  on  some  place  out- 
side the  banker's  market,  and  he  always  gives 
preference  to  such  outside  drafts  before  drafts  on 
his  own  place  or  promissory  notes.  As  soon  as  a 
banker,  let  us  say  in  Valence,  has  received  the 
drafts  on  other  places,  he  sends  them  each  to  a 
banker  in  the  place  on  which  they  are  drawn,  or 
if  he  has  no  connection  with  any  banker  in  small 
places,  to  a  banker  in  the  nearest  centre.  Drafts 
on  foreign  places  he  sends  to  Paris  or  to  a  foreign 
banker. 

On  receipt  of  the  drafts  these  corresponding 
bankers  credit  the  Valence  banker  with  the  net 
amount,  and  send  him  in  return  drafts  drawn  on 
Valence  and  its  neighbourhood  from  other  places 
which  have  collected  in  their  hands.  These  the 
Valence  banker  presents  for  payment,  and  thus 
supplies  himself  with  cash  which  he  holds  at  the 
disposal  of  his  customers. 

If  the  Valence  banker  has  only  a  small  working 
capital  he  cannot  do  very  well  with  return  remit- 
tances consisting  of  drafts  which  have  a  long  time 
to  run,  and  as  some  bankers  in  minor  places  may 
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be  ill  the  same  position,  the  Yaleiice  banker  sends 
such  of  the  longer  drafts  as  he  or  his  correspond- 
ing smaller  bankers  cannot  keep  until  maturity 
to  the  wealthier,  bankers  in  the  large  centres. 
These  credit  him  with  the  net  amount,  and  he  can 
draw  at  sight  on  them,  or  their  Paris  banker,  for 
the  amount. 

In  this  way  the  Valence  banker  can  always 
renew  his  cash  supply,  and  as  drafts  on  places  out- 
side his  own  district  give  him  the  greatest  facilities 
for  so  doing  in  the  ordinary  routine  of  business,  he 
gives  preference  to  these  kind  of  documents. 

Those  who  can  draw  them  are  not  the  wealthi- 
est, but  those  who  can  sell  local  products  outside 
the  district,  that  is  to  say,  those  Avho  can  best 
employ  labour,  best  utilise  the  resources  of  the 
country,  and  those  who  have  the  greatest  ability 
for  business.  The  rich  people  who  require  cash 
for  consumption  purposes  are  not  suitable  cus- 
tomers for  the  local  banker,  because  any  capital 
which  he  advances  to  them  he  cannot  replace, 
except  by  borrowing  himself. 

We  find  then  that  the  business  of  the  French 
banquier  encourages  thrift,  enterprise,  and  pro- 
duction by  holding  capital  at  the  disposal  of  those 
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who  can  best  use  it,  and  tends  to  keep  cost  of  pro- 
duction low  and  price  of  sale  high.  Consequently 
it  benefits  the  country  in  the  same  way  as  free  note- 
issuing  would,  though  not  to  the  same  extent. 

The  present  deposit  banking  methods  in  England, 
the  French  hanquier  system,  and  the  old  Scotch 
Free  Banking,  are  not  necessarily  three  distinct 
systems  of  banking,  but  rather  different  stages  of 
development  of  banking,  in  the  form  it  would  take 
if  government  could  be  induced  to  leave  it  free. 

Under  entire  freedom,  banking  would  take  the 
form  of  note-issuing  in  any  district  replete  with 
workers,  virgin  soil,  or  raw  materials.  The  notes 
would  gradually  diminish  as  compared  with  the 
business  transacted,  and  though  a  certain  number 
might  continue  for  a  long  time  as  change  mediums, 
the  bulk  of  the  business  on  the  spot  would  be  done 
by  cheques,  and  the  business  with  other  districts 
would  be  done  by  drafts  in  the  French  way.  The 
immense  advantage  of  freedom  would  therefore  be 
that  we  should  in  this  Empire  enjoy  all  the  advan- 
tages of  all  the  best  methods. 

The  results  of  the  French  hanquier  system  are 
low  cost  of  production  and  of  living,  high  price 
of  sale,  great  demand  for  labour,  well-distributed 
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property,  general  prosperity,  and  a  growth  of  capital 
and  wealth,  the  rapidity  of  which — in  the  face  of 
great  financial  and  political  disasters  and  of  eco- 
nomic misgovernment  in  France — forms  a  standing- 
object  of  universal  wonder. 

Here  we  shall  refer  to  France  only  so  far  as  to 
reply  to  the  objection  which  probably  presents 
itself  on  reading  the  above,  namely,  that  the 
economic  circumstances  in  France  do  not  just  now 
bear  out  such  an  opinion  as  to  the  effects  of  the 
French  hanquier  system.  But  if  we  take  circum- 
stances into  consideration  we  shall  find  that  they  do. 

In  the  first  place,  France,  like  England,  is 
hampered  by  a  central  monopoly  Bank,  and  all  the 
good  effects  come  from  the  traditional  methods  of 
private  firms.  Then  only  look  at  the  powerful 
causes  for  trade  depression  and  suffering  among 
the  working  classes  which  are  at  work  in  that 
country,  such  as  an  unsettled  government,  an 
enormous  national  debt,  a  gigantic  army,  a  great 
navy,  a  ruinous  protective  system  which  renders 
nine-tenths  of  the  industries  a  burden  on  the  rest, 
sugar  bounties,  ship  bounties,  octrois  in  all  the 
towns,  bureaucratic  interference  in  everything, 
economic    misgovernment    of    the    colonies,  &c. 
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While  thus  French  legislators  seem  determined 
to  ruin  their  country  and  to  drive  their  working 
classes  to  desperation,  some  of  the  most  important 
industries  in  the  richest  parts  of  the  country,  the 
Southern,  have  received  heavy  blows  from  other 
causes.  The  vine  has  been  attacked  by  'phyl- 
loxera,' which  is  still  raging  ;  the  cultivation  of 
the  madder-root  is  dying  out,  owing  to  the  dis- 
covery of  the  aniline  colours ;  and  silk-growing  is 
far  from  being  what  it  was  before  the  silkworm 
was  attacked  by  disease.  If  the  fact  that  France, 
spite  of  all  these  causes  of  ruin,  can  find  8,000,000Z. 
for  M.  de  Lesseps's  daring  engineering  enter- 
prise in  Central  America,  is  due  to  the  French 
hanquier  system,  as  we  contend  it  is,  this  sys- 
tem has  certainly  a  wonderful  wealth-producing 
power. 

But  we  can  better  appreciate  the  great  advan- 
tages of  this  hanquier  system  in  Germany,  for  there 
it  is  comparatively  new,  and  our  English  commerce 
has  been  immensely  influenced  by  the  results  it 
has  produced.  Economic  science  teaches  us  that 
protective  duties  tend  to  destroy  the  export  of 
manufactured  goods,  and  experience  universally 
confirms  this  fact.     But  the  exception  to  this  rule 
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which  Germany  seems  to  form  has  puzzled  both 
economists  and  commercial  men  in  England.  For 
while  the  German  government,  as  continental 
governments  are  wont  to  do,  endeavours  to  pre- 
vent prosperity  and  industry  by  legislating  in  de- 
fiance of  the  plainest  truths  of  Political  Economy, 
the  export  of  German  manufactured  goods  does 
not  seem  to  decrease,  for  it  is  the  general  com- 
plaint of  our  Fair  Traders  that  England  is  be- 
coming swamped  by  German  goods. 

The  explanation  is  simple  enough.  Prince 
Bismarck's  mistaken  Economy  produces  in  Germany 
the  same  dreary  results  that  similar  mistakes  pro- 
duce in  all  other  countries.  At  the  same  time 
there  is  a  great  silent  reform  going  on  in  Germany, 
unassisted  by  government  and  unnoticed  by  econo- 
mists, namely,  the  gradual  adoption  of  the  French 
hanquier  system  ;  and  this  reform  has  so  vivifying 
an  influence  on  the  industries  of  Germany  that  it 
counteracts — at  least  to  a  considerable  extent — 
even  the  pernicious  effect  of  the  government's  mis- 
taken Economy. 

The  new  method,  coming  from  France,  entered 
Germany  by  the  eastern  border,  as  well  as  from 
Belgium  and  Switzerland,  where  it  had  been  earlier 
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introduced,  and  is  now  spreading  all  over  the 
countr}^  The  Germans  take  little  heed  of  it 
themselves  because  the  change  has  been  slow  and 
gradual ;  but  the  older  inhabitants  of  Germany 
will  tell  you,  if  you  ask  them,  that  in  places  where 
they  had  not  a  single  hanquier  thirty  years  ago, 
they  have  now  several  competing  for  business, 
while  in  large  centres  hanquiers'  establishments 
abound  in  ever-increasing  numbers. 

By  simply  comparing  the  method  of  financing 
productive  business  in  Germany  now  and  formerly, 
we  can  at  once  form  an  idea  of  the  importance  of 
the  change  now  going  on  in  that  country.  Under 
the  old  regime  a  manufacturer  had  to  limit  his 
business  to  the  small  amount  of  capital  he  actually 
possessed  or  could  borrow  from  some  one  against 
mortgages  or  other  securities.  Plis  purchases  of 
raw  material  consequently  had  to  be  small,  and 
generally  from  some  middle-man  at  a  pretty  high 
price.  When  he  had  manufactured  goods  up  to 
the  extent  of  his  means,  he  had  to  restrict  his  pro- 
duction until  his  goods  were  sold  and  paid  for  ; 
and  as  he  generally  wanted  cash  quickly,  he  had 
to  sell  to  another  middle-man,  often  at  a  low  price. 
Dear  raw  material,  low  price  of  sale,  small  pro- 
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duction,  and  heavy  expenses — these  were  the  con- 
ditions under  which  the  manufacturer  in  Germany 
used  to  work. 

It  is  ver}^  different  now.  The  hanquiers  there 
are  ever  on  the  look-out  for  genuine  commercial 
drafts  to  discount.  The  manufacturer  can  now 
buy  very  largely  and  in  the  best  markets — free  of 
the  middle-man — for  the  hanquier  will  at  once 
discount  the  seller's  draft  upon  him.  He  can 
manufacture  largely,  because  as  soon  as  his  goods 
are  out  of  the  works,  he  can  draw  drafts  on  his 
customers,  and  against  these  his  hanquier  renews 
his  capital  at  once.  If  he  has  only  made  Jiis 
calculations  aright,  and  if  he  has  got  the  orders, 
there  is  now  very  little  trouble  about  financing. 

All  commercial  men  will  understand  the  enor- 
mous advantages  this  system  gives  to  the  German 
manufacturer.  We  shall  pass  over  the  benefits 
he  derives  from  buying  wholesale  in  the  best 
market,  on  terms  which  for  the  seller  are  nearly 
as  good  as  cash  terms,  and  merely  point  out  the 
great  benefit  he  derives  from  a  large  turn-over.  In 
all  business,  and  especially  in  a  manufacturing 
business,  there  are  large  expenses  which  remain 
the  same  whether  the  turn-over  be  large  or  small 
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— such  as  rent,  interest  on  machinery,  Hving  ex- 
penses, clerks,  foremen,  models,  patterns,  moulds, 
travellers,  advertising,  experiments,  samples, 
artistic  assistance,  dies,  stamps,  &c.  There  are 
small  factories  where  these  expenses  amount  to  as 
much  as  raw  material  and  wages  ;  and  in  many 
crafts  carried  on  on  a  small  scale,  these  are  the 
chief  expenses,  while  raw  material  and  wages  are 
insignificant.  If  a  man  has  70  per  cent,  such 
expenses  and  a  small  turn-over,  and  can,  by  better 
financing,  produce  ten  times  more,  his  goods  cost 
him  63  per  cent,  less,  and  he  will  easily  beat  those 
who  work  in  a  small  way. 

The  great  benefit  produced  by  improved 
financing  does  not  afiect  the  manufacturer  alone  ; 
it  extends  naturally  to  the  working  people.  A 
larger  production  means  a  greater  demand  for 
hands,  which  sends  up  wages;  and  cheaper  pro- 
duction means  lower  living  expenses  and  more 
enjoyment  for  the  workers.  The  hanquier  system 
thus  brings  about  a  result  which  a  good  system 
should  produce,  namely,  higher  wages  with  lower 
cost  of  production. 

To  many  this  seems  an  impossibility  and  a 
contradiction,  but  we  have  now  seen  that  this  is 
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not  the  case.  Under  sucli  circumstances  it  is  not 
surprising  that  German  manufacturers  should  look 
out  for  large  customers,  and  that  they  should  strain 
their  utmost  to  extend  their  connection  amono- 
large  English  import  firms  or  among  even  large 
English  shops,  and  among  English  exporters  to  the 
Colonies  and  neutral  markets. 

Now  the  question  obviously  arises.  Does  the  sys- 
tem under  which  our  manufacturers  work  resemble 
the  old  system  fast  becoming  obsolete  in  Germany 
or  the  new  hanqider  system  ?  There  is  no  denying 
the  fact,  the  conditions  under  which  the  English 
manufacturers  work — in  spite  of  many  advantages 
in  other  respects — are,  as  far  as  finance  goes, 
very  similar  to  those  in  Germany  thirty  years  ago. 
What  wonder,  then,  that  the  English  manufacturers 
feel  themselves  handicapped,  and  that  they  have  to 
strain  every  nerve  and  sweat  their  work-people,  in 
order  to  compete  with  the  Germans  ! 

If  we  suppose  that  the  hanquier  system  were 
introduced  all  over  our  Empire,  it  will  not  be  difii- 
cult  to  imagine  its  beneficial  effects.  Here,  in  the 
Colonies  and  in  India,  we  should  see  the  same  results 
as  in  Germany ;  capital  and  labour  united,  greater 
demand  for  hands,  low  cost  of  production,  high 
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wages,  great  power  of  consumption,  an  immense 
demand  for  goods,  and  high  selHng  prices.  In  fact, 
in  free-trading  England  the  effect  would  be  very 
marked,  and  the  reaction  between  a  prosperous 
Great  Britain,  prosperous  Colonies,  and  a  prosper- 
ous Indian  Empire  would  certainly  result  in  such 
competition  for  the  working  man  that  no  sweating 
system  would  be  possible. 

But  it  will  no  doubt  be  said  that  the  Bank  Act 
of  1844  does  not  prohibit  the  banquier  system,  from 
being  introduced  into  England,  India,  and  the 
Colonies  ;  it  simply  prohibits  private  note-issuing  ; 
and  this  is  forbidden  even  more  strictly  in  both 
Germany  and  France.  True  :  there  is  nothing  in 
our  law  to  directly  prohibit  the  banquier  system  in 
the  British  Empire  ;  yet  it  can  be  shown  that  this 
Act  of  1844  is  the  only  obstacle  to  the  practical 
introduction  into  the  British  Empire  of  the  banquier 
system,  or  at  least  a  system  which  would  include 
all  its  advantages  and  a  great  many  more. 

The  banquier  system  in  France  is  the  natural 
product  of  an  historical  evolution  which  we  have 
not  experienced.  We  would  not  undertake  to 
explain  how  it  arose  and  was  developed ;  but  it  is 
pretty  certain  that  great  troubles  had  something  to 
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do  with  its  growth.  Government  oppression,  un- 
reliable coin,  official  dishonesty,  scarcity  of  precious 
metals,  bad  paper  money — these  were  probably 
the  evils  which  impelled  the  development  of  the 
French  financial  methods.  Whatever  the  causes 
which  called  the  system  into  existence,  they  must 
be  looked  for  far  back  in  history.  In  Germany, 
where  the  system  has  been  imported  ready-made 
from  France,  its  adoption  has  been  very  slow  and 
gradual,  and  this  in  spite  of  the  unbroken  line 
of  contact  of  German  commerce  with  that  of 
France,  Belgium,  and  Switzerland. 

From  this  we  may  conclude  that  it  would  be  a 
very  long  time  before  the  system,  under  present 
circumstances,  were  adopted  in  England  generally 
enough  to  confer  the  same  benefits  on  the  English 
trades  as  it  has  conferred  on  the  French  and  Ger- 
man. Nor  must  our  reluctance  to  adopt  anything 
foreign,  as  well  as  the  peculiarity  of  our  geogra- 
phical position,  be  forgotten.  Besides  all  this, 
our  existing  methods  present  special  obstacles  to 
the  working  of  the  French  system  among  us.  Of 
these  we  will,  by  way  of  illustration,  point  out  only 
two,  namely,  our  own  banking  methods,  which 
from  the  banks'  point  of  view  are  profitable  ;  and 
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the  general  objection  on  the  part  of  the  commercial 
and  trading  classes  to  drawing  and  accepting  drafts 
— which  are  the  indispensable  instruments  of 
credit  in  the  French  system.  When,  thus,  both  the 
banks  and  the  public  are  prejudiced  against  the 
system,  what  hope  is  there  that  it  will  be  ever 
introduced  ? 

None  under  the  present  circumstances.  But 
Parliament  has  it  in  its  power  to  change  these 
circumstances,  and  to  sow  at  once  the  seed  which 
will  speedily  grow  up  into  the  most  perfect  banking 
system  the  world  has  ever  seen.  For  it  is  a  fact 
that  all  the  good  methods  of  the  French  hanquiers 
which  Parliament  itself  could  not  persuade,  coax,  or 
force  the  British  public  to  adopt,  would  naturally 
develop  out  of  the  free  Scotch  banking  system,  as 
it  existed  in  Scotland  before  1844.  The  example 
of  England,  with  its  palpable  result,  would  cause 
the  Colonies  to  follow  suit. 

If  Parliament  introduced  Free  Trade  in  Capital, 
we  should  not  only  reap  the  unprecedented  advan- 
tages which  Scotland  derived  from  it,  but  that 
system  would  prepare  the  way  for  the  adoption  of 
all  the  best  methods  of  French  hanquiers.  We 
contend  that  freedom  of  banking  would  very  soon 
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overcome  the  prejudice  against  acceptances,  on 
the  ground  of  the  great  advantages  drafts  and 
acceptances  would  offer  both  to  banker  and  his 
customers,  such  as  larger  turn-over,  larger  credit, 
greater  regularity,  cheaper  cost  of  production, 
higher  price  of  sale,  &c .  Some  of  these  advantages 
would  accrue  without  note-issuing,  but  the  incon- 
veniences which  may  arise  from  acceptances  would 
not  be  guarded  against  without  a  free  note-issuing. 
Besides,  it  is  evident  that  a  hanquier  system  could 
not  exist  without  banquiers,  but  the  many  small 
bank  offices,  which  freedom  would  call  forth  every- 
where, would  all  take  the  place  of  the  banquiers  and 
would  have  the  greatest  interest  in  developing  in 
that  direction. 
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CHAPTEE    XIX 

ABUSE    OF    FREE   NOTE-ISSUING   AX   EC:ONOMIC 
IMPOSSIBILITY 

We  should  have  to  mdorse  the  opinion  of  Monsieur 
de  Voltaii'e,  and  declare  that  our  globe  is  the  mad- 
house of  the  universe,  were  there  not  weighty 
excuses  for  the  maintenance  of  a  system  of  perni- 
cious monopolies  and  irrational  prohibitions,  such 
as  the  bank  legislation  of  all  civilised  countries 
involves.  Everywhere  we  find  Free  Banking  for- 
bidden. This  is  perfectly  on  a  par  with  the  rest  of 
the  economic  legislation  of  many  continental  powers, 
whose  Ministers  of  Finance  seem  to  have  entered 
into  a  secret  conspiracy  in  order  to  destroy  the  pro- 
sperity of  their  countries,  bring  their  governments 
to  bankruptcy,  and  drive  the  people  through 
poverty  and  misery  to  regicide. 

But  how  is   it  possible   that  rational  banking 
should  be  forbidden  in  En^iand,  where  we  have  at 
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least  some  respect  for  Political  Economy;  or  in 
Scotland,  where  it  once  produced  world-famed 
blessings?  Why  should  every  new  colony  where 
the  absence  of  State  interference  at  first  allows  a 
quick  development,  be  in  such  a  hurry  to  taste 
the  miseries  which  spring  from  that  automatic  pro- 
sperity-destroying mechanism — a  Bank  monopoly 
Act. 

The  explanation  of  the  enigma  is  that  a  strong 
prejudice  has  for  centuries  prevailed,  and  still  pre- 
vails, against  free  note-issuing.  This  prejudice,  one 
of  the  most  distressing  of  all  the  nightmares  that 
have  tormented  poor  humanity,  derives  much  of 
its  extraordinary  strength  from  misunderstood  ex- 
perience, false  but  plausible  reasoning,  and  spurious 
Political  Economy. 

The  general  belief  is  that  if  note-issuing  were 
left  free  it  would  be  appalhngly  abused.  Every- 
body would  issue  large  quantities  of  notes  ;  a  short 
but  intense  inflation  would  be  the  consequence, 
then  reaction  would  follow  and  everybody  would 
fail  and  everybody  be  ruined. 

Such  opinions  have  acquired  an  appearance  ol 
reasonableness  in  many  ways.  The  coinage  had 
of  old  been  considered  one   of  the   attributes   of 
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kings,  and  as  in  most  countries  the  first  regular 
issuing  bank  was  more  or  less  connected  with  the 
government,  its  notes  consequently  circulating  all 
over  the  country  in  the  same  fashion  as  coin,  the 
people  came  to  look  upon  notes  as  a  kind  of  paper- 
coin.  The  terms  '  money  '  and  '  currency '  were 
indiscriminately  applied  to  both  coin  and  notes. 
The  relations  of  the  governments  with  the  banks 
resulted  in  over-issue,  suspension  of  payment, 
depreciation  of  the  notes,  and  other  irregularities 
which  proved  disastrous  to  the  community  both 
in  their  direct  effects  and  the  reactions  which 
followed. 

Such  catastrophes  as  were  produced  by  John 
Law's  wild  experiment  in  France,  by  the  French 
assignats,  and  by  the  South  Sea  Bubble  in  England, 
deeply  impressed  business  people  with  the  danger 
of  excessive  note-issuing.  It  was  never  understood 
that  all  the  mischief  came  from  government  inter- 
ference with  the  notes,  nor  that  entirely  free  note- 
issuing,  however  mismanaged  and  distorted  by 
ignorance  and  surrounding  anomalies,  could  never 
produce  the  mischief  which  so  spontaneously  sprang 
from  notes  transmuted  into  paper-coin  by  govern- 
ment supervision. 
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No  distinction  was  made  between  documents  so 
different  as  supervised  notes  and  free  notes,  and 
the  bad  results  produced  by  paper-coin  were  ex- 
pected to  follow  from  free  notes. 

It  might  have  been  expected  that  the  success 
in  Scotland  w^ould  have  induced  the  economists  to 
make  a  distinction  between  notes  and  notes  ;  but 
the  improvement  which  followed  after  adopting  the 
recommendations  of  the  Eoyal  Commission  of  1765, 
and  which  was  in  reality  the  result,  as  we  have 
seen,  of  the  more  rational  way  of  working  wdiicli 
the  banks  entered  upon,  was  attributed  to  govern- 
ment interference  in  forbidding  small  notes,  and 
did  much  to  upset  the  faith  in  freedom. 

It  is  amusing  to  read  the  explanations  of  the 
success  of  freedom  in  Scotland  which  many  writers 
on  banking  attempt  to  supply.  Any  cause  for  this 
success  seems  to  them  good  enough  except  the  real 
one,  freedom. 

Two  financial  disasters  contributed  specially  to 
strengthen  the  fear  of  free  note-issuing,  namely,  the 
failures  of  banks  in  England  in  1825  and  the  bank 
panic  in  the  United  States  in  1837.  Both  these  dis- 
asters were  attributed  to  abuse  of  free  note-issuing, 
while  in  reality  both   were   due   to   government 
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interference.  In  England,  as  we  have  already 
pointed  out,  the  business  of  note-issuing  was  never 
entirely  free  after  the  creation  of  the  monopoly  of 
the  Bank  of  England — never  free  enough  to  induce 
the  banks  to  work  rationally.  There  was  just 
enough  of  government  meddling  to  deprive  the 
private  notes  of  their  cheque  nature  and  give  them 
that  coin  prestige  without  which  abuse  becomes 
an  economic  impossibility. 

In  the  United  States  the  banks  were  far  from 
free.  There  were  certain  general  Congress  regu- 
lations as  to  Reserves,  Inspection,  &c. ;  besides, 
the  separate  States  had  their  own  stipulations.  The 
result  of  course  was  that  the  notes  circulated  in- 
discriminately all  over  the  United  States.  The 
banks  had  no  inducement  to  adopt  the  methods 
of  real  issuing  banks,  but  carried  on  ordinary 
deposit  banking,  using  the  notes  as  coin  and 
employing  all  kinds  of  dodges  in  order  to  swell 
their  circulation.  The  government  inspection  was 
worthless  as  a  safeguard,  but  it  deceived  the  people 
into  security. 

The  quantity  of  circulating  notes  swelled  rapidly 
and  prices  went  up  apace,  import  became  excessive 
and  export  diminished,  gold  soon  began  to  leave 
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the  country,  and  when  more  was  wanted  than 
could  be  had,  in  order  to  pay  for  more  imported 
goods,  the  banks  of  course  could  not  produce  it. 
Their  attempt  to  realise  their  securities  depressed 
prices,  making  matters  worse,  and  so  the  bubble 
burst. 

If  anyone  should  doubt  that  this  was  the  way 
in  which  the  great  crisis  of  1837  came  about,  he 
may  ask  those  who  lived  in  America  at  the  time 
whether  it  was  not  a  fact  that,  when  the  banks 
began  to  fail,  lists  were  published  to  show  daily 
which  banks  had  failed  and  which  were  yet  stand- 
ing, so  that  the  public  would  know  which  notes  to 
refuse.  Now  the  publication  of  such  lists  proves 
that  the  notes  did  not  circulate  as  free  notes,  each 
within  their  own  market,  but  that  government 
supervision  had  given  them  a  coin  nature  and  sent 
them  circulating  all  over  the  country. 

An  excellent  stricture  on  such  misleading 
government  supervision  was  at  the  time  contained 
in  a  caricature  in  an  American  comic  paper,  '  Puck,' 
in  which  a  bank  director  tells  the  cashier  to  go  out 
and  borrow  twenty  dollars  because  the  government 
inspector  is  coming. 

If  we  regard  the  financial  and  economic  experi- 
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ence  of  the  world  in  tlie  light  of  sound  Political 
Economy,  or  (failing  that)  of  correct  logic,  we 
shall  find  no  instance  which  can  be  quoted  in 
favour  of  the  existing  popular  prejudice.  On  the 
contrary,  every  transaction — large  or  small — since 
the  dawn  of  civilisation  proves  the  correctness  of 
those  economic  theories  on  which  our  advocacy 
of  Free  Banking  is  based,  and  points  to  its  freedom 
from  danger. 

But  the  fears  founded  on  misunderstood  ex- 
perience are  not  the  only  ones  we  have  to  combat ; 
those  springing  entirely  from  imagination  are  just 
as  strong,  and  must.be  met. 

What  we  have  already  said  about  the  conditions 
which  a  free  issuing  banker  must  observe  if  he  is 
to  establish  a  paying  circulation,  will  no  doubt 
have  convinced  most  readers  that  note-issuing  by 
others  than  bankers  or  banks  is  under  normal  cir- 
cumstances out  of  the  question.  The  abnormal 
ones,  which  may  (at  least  apparently)  allow  an  ex- 
ception from  this  rule,  so  seldom  occur,  and  with 
the  progress  of  civilisation  tend  to  disappear  so 
rapidly,  that  the  temporary  consequences  they 
would  produce  need  hardly  be  discussed.  It  may 
^f    suffice  to  point  out  that  any  document  issued  by  a 
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iion-baiiker,  but  partaking  of  the  nature  of  a  bank- 
note, woukl  be  subjected  to  the  same  economic 
laws  as  promissory  notes  and  I  0  U's,  which  (as 
many  people  have  experienced)  have  a  very  limited 
circulation. 

But  could  not  (it  is  often  asked)  an  issuing 
banker,  taking  advantage  of  the  credit  his  bank 
enjoys,  issue  an  immense  quantity  of  notes,  and 
then  fail  or  decamp  ?  When  our  opponents  wish 
to  demonstrate  the  possibility  of  abusing  free  note- 
issuing,  they  generally  start  from  the  supposition 
that  a  fraudulent  banker  has  succeeded  in  ex- 
changing some  millions  of  his  notes  for  coin. 
With  such  a  supposition  it  is  not  difficult  to  prove 
that  there  is  danger  in  the  case.  What  should  have 
been  proved  has,  in  fact,  been  assumed  as  granted. 

There  is  nothing  to  prevent  a  banker  from 
failing  or  running  away  once  he  has  got  the  gold 
for  his  notes  in  his  pocket,  but  it  would  be  impossi- 
ble to  obtain  a  large  amount  of  gold  in  exchange 
for  his  notes.  Who  would  take  notes  to  the 
amount  of  a  million,  or  any  other  amount — even 
one  single  pound — give  the  banker  gold,  and  keep 
the  notes  locked  up  ?  It  would  be  a  senseless  trans- 
action that  could  not  take  place  between  rational 
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beiiif^fs.  A  man  mis^lit  s^ive  his  gold  for  a  small 
amount  in  notes  when  he  desires  to  make  a  remit- 
tance and  cannot  do  it  in  a  better  way,  but  all 
notes  thus  bought  for  gold  would  at  once  come 
into  circulation ;  and,  as  the  amount  of  notes  thus 
issued  without  a  corresponding  economic  need  for 
them  in  the  banker's  market  would  be  in  excess  of 
tlie  quantity  which  the  market  was  capable  of  hold- 
ing, a  similar  quantity  of  notes  would  at  once  be 
presented  for  payment.  The  banker  would  thus 
have  exactly  as  much  gold  as  he  had  before. 

When  banks,  even  State  banks,  wish  to  increase 
their  gold  reserve  by  buying  gold,  they  do  not  buy 
it  for  notes,  for  they  would  thereby  do  more  to 
lessen  their  metallic  cash  than  to  increase  it, 
especially  when  the  gold  is  wanted  to  meet  notes 
coming  back.  They  therefore  buy  the  gold  for  pro- 
mises to  pay  at  a  future  date,  or  for  other  securi- 
ties they  wish,  or  are  compelled,  to  realise.  The 
fact  that  they  may  sell  such  security  for  notes  and 
then  buy  the  gold  for  notes,  or  rice  versd,  would 
only  be  selling  securities  for  gold  in  an  indirect 
way. 

The  only  chance  a  free  note-issuing  banker 
has  of  circulatinsf  his  notes  is  bv  carryinf]^  on  a 
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banking  business  sucli  as  we  have  described,  and  as 
enabled  the  Scotch  banks  to  succeed ;  that  is  to 
say,  the  granting  of  cash-credits  liberally  but  intel- 
ligently. 

Now  such  a  business  does  not  increase  the 
banker's  gold  stock  by  a  single  pound.  On  the 
contrary,  though  he  can  strongly  influence  his 
customers  to  take  notes,  they  require  a  certain 
amount  of  gold  too  for  payments  outside  the 
district,  and,  moreover,  a  portion  of  the  notes  he 
issues  comes  back  to  the  bank  to  be  exchanged  for 
gold  in  the  ordinary  course  of  business.  The  posi- 
tion of  the  banker  is  then  this:  he  has  lent  a 
certain  number  of  notes  plus  a  certain  amount  of 
gold  to  his  customers,  and,  in  exchange,  he  has 
obtained  nothing  but  claims  against  them,  backed 
by  more  or  less  innegotiable  securities.  If  a 
banker  in  this  position  were  to  run  away  he  would 
run  away  from  his  own  capital.  It  is,  therefore, 
evident  that  an  issuing  banker,  as  such,  is  the 
creditor  not  the  debtor  of  the  public,  and  that  while 
his  customers  can  deceive  him  by  not  paying  their 
loans  back,  he  cannot  deceive  his  customers 
because  he  holds  no  trust  from  them.  When  this 
is  borne  in  mind,  the  absence  of  disasters  through 
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free  note-issuing  in  Scotland  ceases  to  be  the  great 
wonder  whicli  it  has  been  hitherto. 

While  thus  our  present  deposit  banking,  the 
capital-absorbing  system,  is  a  trusting  of  the 
banks  by  the  public,  free  note-issuing,  the  capital- 
distributing  system,  is  a  trusting  of  the  public  by 
the  banks.  Consequently,  if  government  inter- 
ference is  required  at  all,  it  certainly  ought  to 
begin  with  deposit  banks. 

Still,  it  is  quite  possible  that  a  note-issuing  bank 
might  fail.  It  is  extremely  unlikely  that  the  note- 
issuing  would  be  the  cause  of  such  a  failure, 
because  when,  as  we  have  seen,  the  circulation 
depends  on  the  prosperity  of  the  account-holders, 
these  are  not  the  people  to  cause  a  bank  to  fail  with 
a  large  quantity  of  notes  in  circulation.  But  the 
issuing  banker,  like  everybody  else,  might  ruin 
himself  through  speculation,  cornering,  or  gambling. 
We  must,  therefore,  contemplate  the  possibility  of 
a  note-issuing  bank  failing  with  a  considerable 
quantity  of  notes  in  circulation. 

Not  even  under  the  worst  circumstances  could 
the  loss  to  the  note-holders  l^e  material.  If  the 
circulation  of  an  issuing  banker  is  considerable,  so 
must  that  amount  be  which  he  has  advanced  to  the 
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liolders  of  cash-credit  accounts,  because,  as  we  have 
seen,  the  circulation  depends  on  that  amount.  Any 
one  with  practical  experience  of  note-issuing  would 
not  for  a  moment  suppose  that  the  circulating  notes 
could  ever  reach  the  aggregate  amount  of  the  granted 
cash-credits.  From  reasons  which  we  have  given, 
each  market  will  hold  only  a  limited  amount  of 
notes,  which  tend  to  decrease  as  compared  with 
the  business  done.  A  large  increase  in  the 
business  does  therefore  not  imply  a  large  in- 
crease in  the  circulation.  At  the  end  of  the 
free  period  in  Scotland,  the  total  amount  of  the 
circulating  notes  was  only  about  10  per  cent,  of  the 
deposits.  We  are  sorry  that  no  statistics  are 
available  showing  the  proportion  of  the  granted 
cash-credits  to  the  circulation  in  Scotland  at  the 
end  of  the  free  period  ;  but  there  can  be  no  doubt 
that  the  granted  credits  by  far  exceeded  the  circu- 
lation. The  same  will  always  be  the  case  with  any 
issuing  bank  working  under  a  free  system. 

If  this  be  granted  it  is  evident  that  in  case  the 
banker  stops  payment,  and  even  if  he  is  incapable 
of  paying  a  penny  in  the  pound,  the  note-holders 
would  run  no  great  risk,  because  each  cash-credit 
holder  would  be  able  to  cash  the  notes  up  to  the 
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amount  of  his  debt  to  tlie  bank.  This  they  would 
probably  do  against  a  small  commission.  When  the 
bank  failed  the  cash-credit  holder  would  be  called 
on  to  refund  the  notes  advanced  to  him,  and  if  he 
presented  that  amount  in  the  bank's  own  notes,  he 
and  the  bank  would  be  quits.  Under  a  system  of 
State  supervision  no  cash-credits  are  granted,  and 
the  holders  of  the  notes  of  a  bankrupt  bank  would 
have  to  submit  to  the  same  loss  as  the  other 
creditors. 

And  this  naturally  leads  us  to  reply  to  the  ques- 
tion whether  free  note-issuing  would  not  further 
the  creation  of  fictitious  capital,  an  immense  circu- 
lation, and  sudden  panics. 

We  have  seen  that  each  banker  has  a  keen  in- 
terest and  great  power  of  nipping  every  cause  for 
inflation  in  the  bud,  and  also  that  the  circulating 
notes  can  never  reach  those  enormous  amounts 
which  imagination,  unchecked  by  a  knowledge  of 
facts,  is  prone  to  conjure  up.  To  these  reassuring 
circumstances  should  be  added,  that,  under  a  free 
system  the  creditors  and  the  debtors  of  the  banks, 
at  least  as  far  as  the  note-issuing  is  concerned,  are 
often  the  same  people,  or  at  least  the  same  class  of 
psople.     Those  people  who  mostly  handle  the  notes 
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are  cash-credit  holders.  The  bank  owes  them 
the  amount  of  the  notes,  but  they  owe  to  the  bank 
the  amount  of  their  cash  accounts.  In  the  case  of 
a  crisis  the  one  class  of  debts  is  squared  against  the 
other,  and  when  that  is  done  the  notes  have  been 
withdrawn.  They  have  only  been  documents  for 
the  recording  of  business  relations  between  two 
sets  of  people.  When  we  consider  that  free  note- 
issuing  is  simply  liberty  for  people  to  co-operate 
and  keep  account  of  their  co-operation,  it  will  be 
possible  to  form  an  idea  of  the  injustice  and  the 
cruelty  of  an  Act  which  compels  the  workers  either 
to  limit  their  co-operation  to  the  small  extent  which 
can  be  financed  by  the  means  of  the  naturally 
scarce  value-measurer,  or  pay  a  ruinous  tribute  to 
middle-men. 

Our  present  system  does  not  offer  the  same 
solid  guarantees  against  commercial  panics  as  the 
free  system  does.  At  present  an  immense  quantity 
of  promises  to  pay  gold  are  based  on  the  small 
reserve  which  is  lodged  in  the  Bank  of  England. 
The  creditors  of  the  banks  are  not  the  same  people 
nor  the  same  class  as  its  debtors.  When  the  next 
panic  comes  the  creditors  of  the  banks  will  claim  i 
every  penny  from  the  banks  and  the  banks   will  i 
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claim  every  penny  from  their  creditors.  There  will 
be  no  natural  squaring,  but  as  soon  as  faith  in  bank- 
ing is  shaken  every  holder  of  a  promise  to  pay 
will  demand  every  penny  in  coin. 

Then  the  unsoundness  of  the  present  system 
will  come  out,  and  we  shall  be  punished  for  having 
so  long  violated  the  laws  of  PoHtical  Economy. 
The  value  of  the  securities  deposited  in  the  banks 
will  vanish ;  the  shares  in  all  our  precious  com- 
panies will  be  thrown  on  the  market  by  the  Bank- 
ruptcy Court  in  quantities  sufficiently  large  to 
drive  their  value  down  to  that  of  waste  paper. 
The  folly  of  raising  capital  to  be  repaid  after  three 
months'  notice  on  shares  in  African  land,  requiring 
ten  years'  development  before  it  yields  a  profit, 
will  then  be  patent.  The  amount  of  real  capital, 
produced  by  English  hard  work,  wasted  abroad, 
and  now  represented  by  mere  scrip  of  more  or 
less  imaginary  value,  will  then  be  missed.  The 
large  fortunes  now  figuring  in  ledgers  and  on  paper 
will  vainly  strive  to  take  a  palpable  form,  and 
must  be  sacrificed  to  meet  one  of  those  small 
documents  beginning  '  Accepted,  payable  at,'  or  '  I 
promise  to  pay.' 

The  bank  panics  which  we  have  experienced 
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since  1847  were  mostly  caused  by  the  Act  itself; 
the  mere  artificial  disturbances  in  an  otherwise 
healthy  situation.  When,  therefore,  the  cause  of 
these  panics  was  removed — when  the  Bank  Act  was 
suspended — the  disturbance  subsided.  Though 
the  Bank  of  England  now  manages  to  defend  its  gold 
supply  by  the  manipulation  of  the  rate  of  exchange, 
whereby  any  beginning  of  real  reversal  in  trade  is 
speedily  checked,  we  have  no  guarantee  at  all  that 
the  Bank  Act  will  not  again  produce  panics  as  it 
has  done  before.  For  a  long  time  we  have  been 
protected  by  a  protracted  dulness,  but  the  reaction 
from  any  somewhat   strong  inflation  of  business 

would  be  a  critical  juncture. 

In  consequence  of  its  nature  our  present  mono- 
poly system  always  tends  towards  a  crisis.  And 
will  the  next  one  be  so  easily  allayed  as  the  former 
ones,  simply  by  suspending  the  Bank  Act  ?  This  is 
not  jDrobable.  The  superstructure  of  bank  credit 
which  is  based  on  the  metallic  reserve  and  the 
notes  of  the  Bank  of  Eni?land  has  durinc^  the  last 
twenty  years  developed  enormously,  and  as  the  in- 
verted cone  is  becoming  out  of  proportion  to  its 
base,  the  equilibrium  wdll  the  more  easily  be  shaken.- 

During  the  depression  of  trade  which  has  so  long 
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prevailed,  much  real  capital  has  been  lost  while  im- 
mense quantities  of  factitious  commercial  capital 
have  been  created.  It  is  therefore  to  be  feared 
that  in  case  of  a  bank  panic  the  suspension  of  the 
Bank  Act,  the  mere  knowledge  that  the  Bank  of 
England  could  issue  an  unlimited  amount  of  notes, 
might  not  suffice  to  restore  confidence ;  the  notes 
might  be  actually  wanted,  and  if  an  immense  quantity 
were  to  be  issued  and  circulated,  large  payments 
abroad  might  cause  a  considerable  part  of  them  to  be 
presented  for  gold.  When  over-issue  had  practically 
been  resorted  to,  the  inevitable  result  would  follow, 
namely,  a  heavy  drain  on  the  gold.  As  soon  as  the 
notes  ceased  to  be  paid  promptly  they  would  fall  in 
value,  and  a  gold  premium  would  make  its  appear- 
ance. We  all  know  w^hat  that  means !  Gold  would 
at  once  be  hoarded  in  order  to  be  sold  at  a  profit, 
and  a  gold  panic  would  grow  out  of  the  bank  panic. 
Such  are  the  dangers  to  which  our  present  system 
exposes  us.  The  large  amount  of  real  wealth  in 
English  hands,  as  well  as  the  able  and  careful 
management  of  our  large  banks,  has  done  much 
to  counteract  the  fatal  tendency  of  our  monopoly 
system,  and  consequently  there  is  little  risk  of  a 
bank   crisis   in   the    immediate   future.     But   the 
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danger  exists,  and  as  the  knowledge  of  the  existence 
and  origin  of  a  danger  are  necessary  to  ward  it  off 
successfully,  we  have  not  hesitated  to  point  out 
how  much  more  perilous  is  our  present  monopoly 
system  as  compared  with  a  system  of  rational  Free 
Banking. 

It  is  to  be  hoped  that  our  bankers  and  business 
men  will  do  their  best  to  induce  Parliament  to 
suspend  the  Bank  Act  once  more,  and  this  time  for 
ever. 

The  prosperity  and  the  rapid  increase  of  real 
wealth  which  would  follow  the  introduction  of  Free 
Trade  in  Capital  in  England  would  soon  consolidate 
the  economic  position  throughout,  so  that  all  danger 
of  a  crisis  would  be  averted.  All  securities,  such 
as  landed  property,  works,  ships,  bonds,  shares,  &c., 
would  certainly  rise,  and  the  phantom  fortunes 
which  now  haunt  the  ledgers  of  our  capitalists 
would  gradually  assimilate  substance  and  again 
become  tangible  wealth. 

The  chief  reasons  why  the  free  system  presents 
greater  stability  than  our  present  system  may  be 
summarised  as  follows. 

That  great  part  of  existing  liabilities  represented 
by  the  relations  between  the  issuing  banks  and  the 
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people  in  their  districts  can  easily  be  balanced, 
the  creditors  and  debtors  being  to  a  large  extent 
the  same  parties.  A  very  large  majority  of  the 
created  credit-instruments  represents  real  transac- 
tions and  real  capital.  The  real  capital  advanced 
is  invested  in  the  country  in  profitable  trade,  and 
can  easily  be  realised  or  transferred.  Capital 
would  not  be  invested  abroad  except  in  close 
connection  with  home  business,  in  the  very 
safest  undertakings,  and  would  follow  or  go  out 
simultaneously  with — not  precede — emigration  from 
England.  The  large  banks  w^ould  find  a  great 
and  growing  business  coming  to  them  through  the 
smaller  banks,  especially  the  issuing  banks,  and  all 
paper  discounted  for  account  of  the  smaller  banks 
would  represent  real  capital.  As  they  would  bear 
the  endorsements  of  at  least  one  good  seller,  one 
good  buyer,  and  one  good  bank,  this  business  would 
be  eminently  safe,  the  small  local  banks  acting  as 
buffers  against  any  ordinary  loss.  With  such  safe 
and  large  business  within  their  reach  the  great 
banks  w^ould  have  little  inducement  to  grant  risky 
credits,  lock  up  capital  in  permanent  loans,  lend 
against  unbusinesslike  securities,  or  to  carry  on 
their   business   on    the    money-lending   principle. 
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The  laro'e  Ijanks  would  thus  take  a  more  leadino- 
part  in  the  mechanism  of  exchange  of  the  nation, 
have  a  larger  stake  in  the  country,  and  more 
interest  in  keeping  the  business  of  the  nation  in  a 
healthy  condition. 

Instead  of  a  single  gold  reserve  in  the  country, 
there  would  be  thousands.  As  matters  stand  now, 
a  clique  of  financiers,  or  even  one  wealthy  firm,  can 
manipulate  prices  and  create  a  panic  at  any  time 
by  demanding  gold  from  the  Bank  of  England  for 
a  large  portion  of  its  notes.  In  case  of  a  war  this 
would  be  part  of  the  tactics  of  our  enemies,  and 
would  paralyse  the  country.  In  case  of  a  riot  the 
rioters  could  easily  barricade  the  streets  leading  to 
the  Bank  of  England,  and  take  j^ossession  of  the 
gold  before  sufficient  military  force  could  be 
brought  together  to  protect  the  Bank.  With  the 
only  gold  reserve  for  the  whole  of  the  country  in 
the  cellars  of  the  Bank  of  England,  such  a  riot 
would  result  in  a  general  breakdown  of  the 
economy  of  the  country,  and  immensely  fiwour  the 
rioters  and  facilitate  their  escape  from  punishment. 
All  such  abuses  and  dangers  arising  out  of  the 
centralisation  of  the  gold  stock  would  be  consider- 
ably reduced,  if  not  disappear,  under  a  free  system. 
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The  only  way  the  Bank  of  England  now  can 
protect  its  gold  stock  is  by  raising  the  rate  of  dis- 
count. It  is  certainly  not  realised  what  this  means 
to  business  people  in  Great  Britain,  otherwise  such 
an  absolute  obstacle  to  a  healthy  state  of  trade 
would  not  be  maintained. 

We  shall  not  revert  to  the  immense  amounts 
which  are  extracted  from  those  engaged  in  trades 
and  industries  in  favour  of  capitalists  every  day  the 
discount  is  abnormally  high.  The  evil  is  a  great 
one  and  often  complained  of,  but  it  pales  before 
others  more  formidable  emanating  from  the  same 
cause,  as  we  shall  see  by  simply  tracing  the 
cause  and  effect  of  the  raising  of  the  discount  by 
the  Bank  of  England. 

A  drain  on  the  gold  stock  of  the  Bank  of  Eng- 
land may  be  produced  in  many  ways  besides  the 
one  we  have  already  considered,  a  panic.  A  foreign 
country  may  suddenly  require  a  large  quantity  of 
gold,  a  syndicate  may  create  a  demand  in  order 
to  send  prices  down  and  secure  land,  buildings, 
steamers,  shares  and  bonds,  at  a  very  low  price,  and 
so  on ;  but  besides  these  more  or  less  artificial 
causes  for  a  drain  on  the  Bank  gold  stock,  there  is 
a  more  natural  cause  which  always  tends  to  assert 


330  FREE   TRADE   IN   CAPITAL 

itself,  namely,  a  greater  demand  for  coin  in  conse- 
quence of  increased  prosperity,  and  this  cause 
deserves  special  attention. 

When  through  any  circumstances  business 
takes  a  healthy  turn  and  the  demand  for  goods  in- 
creases, the  activity  all  over  the  country  extends. 
All  producers  and  traders  are  anxious  to  take 
advantage  of  the  good  times.  Everybody  buys 
and  sells  more,  and  consequently  there  is  a  great 
demand  for  mediums  of  exchange.  Our  legislation 
does  not  allow  any  suitable  ones  for  the  productive 
trades  except  the  value-measurer  itself,  gold.  The 
demand  for  gold  thus  becomes  intense,  and  the 
stock  at  the  Bank  begins  to  go  down.  The  replen- 
ishing from  abroad  is  not  easy.  The  regular  influx 
from  the  gold-mining  countries  is  soon  absorbed  by 
the  demand  for  coin,  and  the  flush  times  make 
holders  of  goods  unwilling  to  sell  abroad ;  brisk 
import  of  raw  materials  is  going  on  whereby  the 
foreign  rates  of  exchange  remain  unfavourable  to 
the  importation  of  gold.  If  the  impulse  towards 
good  trade  is  a  strong  one  the  drain  on  the  gold 
stock  of  the  Bank  of  England  becomes  severe,  and 
the  directors,  who  are  placed  in  their  positions  for 
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the  purpose  of  keeping  the  gold  stock  up,  are 
obliged  to  raise  the  discount. 

Under  a  monopoly  and  centrahsation  system 
like  ours,  it  is  natural  that  the  rate  of  interest  of 
the  central  monopoly  bank  should  influence  the 
rate  of  interest  all  over  the  country.  When  the 
Bank  rate  is  raised  credit  becomes  dearer  for  every- 
body. This  naturally  produces  a  great  variety  of 
wide-felt  consequences.  Prices  fall  and  bargains 
are  declined,  usual  credits  are  refused,  buyers 
become  sellers,  securities  lose  part  of  their  value, 
and  the  loans  are  called  in ;  a  general  disinclination 
to  business  is  abroad,  discounting  becomes  diflicult, 
and  impossible  in  millions  of  cases ;  all  weak  firms, 
or  firms  who  happen  to  be  in  a  difficult  juncture, 
find  themselves  embarrassed,  and  have  to  sacrifice 
the  result  of  previous  success,  of  lifelong  work 
perhaps,  to  keep  afloat.  Now  all  production  must 
be  reduced,  hands  be  dismissed,  cheap  offers  from 
abroad  accepted  for  English  products  which  in 
many  cases  are  exported  at  a  fearful  loss,  while 
there  is  a  general  stagnation  in  healthy  business, 
slaughtering  is  going  on,  and  usurers  and  money- 
lenders make  fortunes. 

The    object    which   the  Bank    directors   were 
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supposed  to  have  in  view,  the  replenishing  of  their 
gold  stock,  is  certainly  effected;  the  reduced 
import  of  raw  material,  the  increased  export  of 
slaughtered  goods,  turn  the  rates  of  exchange  in 
favour  of  gold  importation,  and  the  gold  comes  in 
from  abroad  and  is  lodged  in  the  Bank  of  England ; 
the  reduced  activity  on  lowered  wages  demands  less 
mediums  of  exchange,  and  the  coin  goes  back  to 
the  Bank  ;  there  is  less  demand  for  capital,  and 
surplus  quantities  find  their  way  to  the  reserve 
stock  in  the  cellars  of  Threadneedle  Street.  The 
object  is  accomplished,  but  at  what  price !  The 
Bank  directors  might  quote  the  young  doctor  who 
reported  that  the  operation  succeeded  but  the 
patient  died. 

Who  can  w^onder  that  trade  is  bad,  that  profits 
are  small,  that  losses  are  frequent,  enterprise  a 
curse  to  the  active  man  and  his  family,  and  poverty 
rampant,  when  we  have  rendered  prosperity  impos- 
sible by  such  a  self-acting  check. 

It  has  been  objected  that  if  note-issuing  were 
entirely  free,  forgers  would  be  able  to  circulate 
spurious  notes.  In  reply  to  this  we  need  only 
refer  to  such  countries  where  private  note-issuing 
is  carried  on  by  a  great  number  of  banks  under 
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government  supervision,  such  as  Sweden  for  ex- 
ample. When  the  government  supervises  the  notes 
the  people  do  not  stop  to  look  what  bank  has 
issued  the  notes  which  are  received  and  receipted 
as  coin.  The  notes  of  the  banks  in  the  south  of 
the  country  are  circulating  in  the  north,  and  vice 
versd^  and  when  the  note  of  a  new  bank  is  presented 
in  a  part  of  the  country  where  nothing  is  known 
of  the  new  bank,  no  one  refuses  it. 

Here  then  are  facilities  for  forgeries  which  a  free 
system  does  not  present,  and  yet  the  forgeries  of 
notes  in  Sweden  are  of  rare  occurrence.  Under  a 
free  system  the  public  would  refuse  any  notes  issued 
outside  the  immediate  neighbourhood,  and,  as  we 
liave  seen,  the  circulation  of  each  bank  would  be 
kept  within  its  market  through  unfailing  economic 
causes.  A  forged  note  would  have  so  little  scope 
and  would  appear  so  often  in  the  issuing  bank,  that 
the  forger  would  not  be  al)le  to  realise  enough 
profit  to  cover  his  expenses. 

Besides,  a  man  who  would  inspire  confidence 
enough  to  buy  goods  for  notes  unknown  by  the 
seller,  would  also  have  credit  enough  to  deceive 
through  other  forged  documents,  less  expensive, 
less  risky,  and  less  difficult  to  pass.     Under  a  free 
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system  strange  notes  would  always  be  regarded 
with  suspicion,  and  as  the  possession  of  a  cheque 
book  always  inspires  a  certain  confidence,  it  is 
incomparably  more  easy  to  deceive  by  means  of 
cheques.  If  therefore  the  protective  spirit  of  our 
age  demands  government  supervision  of  mediums 
of  exchange  in  order  to  protect  foolish  people  from 
spurious  documents,  the  beginning  should  certainly 
be  made  by  forbidding  cheques  and  not  bank-notes. 
The  hollo wness  of  this  last  objection  to  Free 
Trade  in  Capital  is  not  more  striking  than  that  of 
all  others.  The  more  the  real  facts  in  connection 
with  free  note-issuing  are  studied,  the  more  will 
it  be  manifest  that  were  there  none  of  the  over- 
whelming reasons  for  entire  freedom  from  State 
meddling  which  we  have  dwelt  upon,  this  branch 
of  business  is  by  its  very  nature  so  unamenable  to 
abuse  that  it  ought  to  be  the  very  last  to  be  inter- 
fered with  by  the  State. 
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CHAPTEE  XX 

THE    IRISH   QUESTION 

The  Irish  question  at  present  occupies  so  promi- 
nent a  position  in  the  public  mind  that  any  project 
of  reform  which  is  not  understood  to  have  a 
bearing  on  it  would  hardly  be  declared  urgent  by 
the  nation.  The  solution  of  the  Irish  problem  and 
the  Capital  and  Labour  problem  would  be  furthered 
by  demonstrating  the  intimate  connection  between 
them. 

We  know  by  experience  only  too  well  that 
when  the  Economy  of  a  country  is  vitiated  by  bad 
legislation  tlie  discontent  which  ensues  in  conse- 
quence of  State-produced  poverty  is  generally 
directed,  and  not  unjustly,  against  those  in  power. 
It  would  be  unreasonable  to  expect  the  suffering 
masses  to  point  out  the  exact  economic  mistake 
which  has  been  committed.  The  masses  are  ready 
to  clamour  for  reform,  but  to  formulate  the  new 
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programme  is  left  to  their  leaders.  These  are 
generally  chosen  from  among  men  of  action,  elo- 
quence, and  pronounced  political  views.  Such 
men  seldom  have  the  time,  the  patience,  the  taste 
for  the  study  of  economic  and  sociological  questions. 
They  are  generally  tempted  to  seize  on  some  start- 
ling political  reform  the  advocacy  of  which  requires 
no  special  training,  and  which  in. itself  is  of  a  kind 
to  capture  the  imagination  of  the  masses.  Political 
reforms  appear  all  the  more  promising  because  the 
way  in  whicli  they  are  to  benefit  the  people  cannot 
])e  expected  to  be  clearly  defined.  The  process  by 
which  they  are  to  be  attained  is  left  in  a  hazy 
and  immature  state  which  affords  a  wide  scope  for 
the  imagination. 

Such  has  been  the  course  of  events  in  Ireland 
as  in  many  other  misgoverned  countries.  The 
demand  there  is  for  a  far-reaching  political  reform 
which  has  sprung  from  economic  difficulties,  and 
which  is  supposed  to  bring  about  in  some  mys- 
terious way  the  great  desideratum — prosperity. 
Home  Eule  is  the  only  item  of  the  Irish  programme, 
and,  though  it  is  so  far  merely  a  word  for  whicli  a 
definition  is  still  wanting,  the  imaginative  and  long- 
suffering  Irish  have  centred  upon  it  all  their  hopes 
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both   as   a   down-trodden   race    and   as   poverty- 
stricken  individuals. 

The  task  we  have  is  to  show  that  logic  and 
prudence  demand  alike  that  the  removal  of  the  chief 
cause  of  the  misery  in  Ireland  should  replace,  or 
at  least  precede,  an  irretrievable  leap  into  the 
dark  abyss  of  political  experimentalism. 

Such  being  the  case  we  must  first  consider  how 
the  Home  Eule  demand  arose,  and  what  meaning 
different  parties  attach  to  this  term.  In  spite  of 
what  the  political  opponents  of  the  Home  Eule 
agitators  may  say  or  think,  it  remains  a  fact  that 
the  Home  Eule  cry  was  raised  from  patriotic  mo- 
tives. No  one  will  deny  that  Ireland  has  for  cen- 
turies remained  in  the  most  deplorable  economic 
state.  The  extreme  poverty  of  the  bulk  of  the 
inhabitants  is  patent  to  all  who  visit  the  countr}^ 
the  mass  of  destitute  labourers  who  swarm  to 
England  and  America,  and  the  large  diminution 
of  a  population  which  never  was  sufficient  for 
the  country,  testify  to  misgovernment  of  some 
sort. 

Those  who  endeavour  to  explain  the  chronic 
poverty  of  the  Irish  by  race  theories  stand  con- 
fronted with  the  fact  that  Ireland  has  supplied  to 
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England  vast  numbers  of  able  men,  that  success 
has  been  achieved  by  a  fair  average  of  Irishmen 
in  England,  America,  and  the  Colonies,  in  spite  of 
the  serious  disadvantages  they  have  laboured  under, 
owing  to  prejudice  against  their  nationality,  their 
want  of  education,  and  training  in  special  trades. 

The  Catholic  Church  has  been  sometimes 
j)ointed  to  as  a  cause  of  ruin  to  the  Irish  people, 
and  the  Protestant  religion  in  the  north  of  Ireland 
has  been  credited  with  the  economic  advantages 
that  part  of  the  country  presents.  To  this  we  reply 
that  nowhere  can  be  found  a  more  thrifty  and  more 
Catholic  population  than  the  peasantry  of  France, 
and  as  to  the  prosperity  of  the  north  of  Ireland,  it 
originates  from  j)otent  economic  causes  to  which 
we  shall  presently  return. 

There  is  no  denying  the  fact  that  a  great  deal 
of  thriftlessness  exists  in  Ireland,  Ulster  excepted. 
This  is,  however,  by  no  means  an  inherent  defect 
of  the  race,  but  an  outcome  of  national  idiosyn- 
crasies which  under  different  circumstances  might, 
and  will  one  day,  bring  about  opposite  results.  The 
Irish  are  an  imaginative  race,  kind-hearted  and 
open-handed,  fond  of  display  and  keen  to  enjoy. 
When  such  people  are  born  in  poverty ;  when  they 
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inherit  debts  they  cannot  pay ;  when  circumstances 
compel  them  to  incur  new  debts ;  when  the  shop- 
keeper, the  money-lender,  and  the  landlord  have 
constantly  a  right  to  seize  upon  any  capital  which 
the  indebted  man  might  have  in  his  possession — all 
inducements  to  thrift  are  nipped  in  the  bud,  care- 
lessness is  fostered,  all  hope  of  economic  indepen- 
dence is  abandoned.  To  spend  as  soon  as  possible 
his  earnings  before  the  creditors  can  seize  them 
appears  the  most  philosophical  course  to  adopt 
under  the  circumstances.  To  many  an  Irishman 
what  is  spent  is  saved — from  his  creditors. 

Nothing  is  therefore  more  pardonable  than  that 
the  Irish  themselves  should  have  come  to  the  same 
conclusion  as  impartial  outside  observers,  namely, 
that  the  government  is  responsible  for  the  poverty 
of  Ireland.  This  conviction  is  certainly  enter- 
tained by  the  Liberal  party,  or  its  agitation  would 
be  criminal ;  and  the  sanction  which  the  Conser- 
vative party  has  given  to  measures  which  involve 
interference  with  private  contract  and  the  remedial 
measures  they  attempt,  reveal  that  they  have  been 
converted  to  the  same  opinion. 

It  is  natural,  therefore,  that  the  discontent  in 
Ireland   should  be   directed   against    the   British 
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government.  So  long  as  Parliament  obviously 
depressed  the  people  of  Ireland  or  neglected  their 
interests,  it  was  easy  for  the  patriotic  Irish  leaders 
to  maintain  a  large  Irish  opposition  party.  But 
there  came  a  time  when  public  opinion  and  Parlia- 
ment were  led  by  men  who  evinced  the  strongest 
desire  to  do  justice  to  Ireland ;  and  when  the 
followers  of  Isaac  Butt  complained  of  the  economic 
condition  of  Ireland,  they  were  met  with  the 
assurance  that  the  government  was  willing  to  do 
their  best  for  that  country  if  the  Irish  patriots 
would  only  tell  them  what  to  do — if  they  would 
only  form  a  programme  capable  of  bringing  about 
the  desired  prosperity. 

This  the  Irish  could  not  do.  What  they  might 
have  suggested  constituted  such  a  glaring  violation 
of  the  laws  of  Political  Economy — which  at  the 
time  were  respected  even  by  thinking  Irishmen — 
that  the  votaries  of  Economy  could  easily  demon- 
strate that  the  remedies  were  worse  than  the  evils. 
For  want  of  a  proper  programme  the  Irish  leaders 
failed  to  unite  the  Irish  members  in  one  party,  and 
the  majority  of  these  was  assimilated  by  the  two 
great  parties. 

But   when    State-socialistic   tendencies   super- 
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seded  in  England  the  faith  in  Pohtical  Economy, 
the  Irish  were  induced  to  change  their  tactics. 
The  growing  protective  spirit  which  has  proved 
such  a  curse  to  continental  states  gradually  invaded 
England,  and  the  people  began  to  look  to  govern- 
ment for  remedies  against  all  evils  and  for  initiative 
in  all  progress.  When  government  came  to  be  re- 
garded as  the  only  source  of  good,  its  constitution 
assumed  vital  importance.  In  advocating  the  suc- 
cessive stages  of  the  franchise,  the  Liberal  politi- 
cians insisted  upon  the  necessity  of  a  broad  basis  of 
representation  because  such  representation  alone 
would  compel  the  government  to  carry  those  State- 
socialistic  measures  which  were  supposed  to  be  pro- 
ductive of  happiness  to  the  people.  The  indispen- 
sable condition  for  prosperity  was,  according  to 
such  views,  a  parental  government  in  as  close 
contact  as  possible  with  the  people. 

When,  therefore,  the  Irish  leaders,  baffled  by 
the  repeated  demand  for  a  programme  for  their 
country,  raised  the  cry  for  Home  Eule,  they  placed 
themselves  in  entire  sympathy  with  the  socialistic 
spirit  of  the  age,  at  the  same  time  freeing  themselves 
from  embarrassing  controversy  with  the  economists. 
There  can  be  no  doubt  that  when  the  Irish  leaders 
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first  raised  the  Home  Eule  cry  they  had  so  httle 
hope  and  intention  of  carrying  their  proposed 
reform,  that  they  never  took  the  pains  to  place 
the  outhnes  of  a  Home  Eule  scheme  upon  paper. 
They  saw  their  country  in  a  miserable  state,  they 
wanted  to  coerce  the  government  to  do  something 
for  Ireland,  and  the  Home  Eule  cry  gave  them  the 
means.  It  was  a  handy  stick  with  which  to  be- 
labour Parliament ;  it  was  a  grievance  of  which 
they  could  not  be  deprived,  and  which  promised 
to  be  perpetual. 

Their  expectations  were  soon  realised.  There 
came  a  time  when  Mr.  Parnell  held  the  balance  of 
power  in  his  hand,  and,  by  simply  shifting  the 
dead-weight  of  the  Irish  vote  from  the  Ministerialists 
to  the  Opposition  he  could  render  any  government 
impossible.  Through  the  first  election,  after  the 
latest  extension  of  the  franchise — which  had  been 
sedulously  manipulated  by  the  Irish  party — the 
number  of  the  Liberals  was  exactly  balanced  by 
the  Conservatives  and  the  Home  Eule  members 
combined. 

Here  was  a  new  and  startling  situation  which 
was  bound  to  produce  far-reaching  results.  What- 
ever minister  in  power,  Mr.  Parnell  would  govern 
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the  country.  Instead  of  England  dominating  Ire- 
land, Ireland  would  dominate  the  Empire. 

To  old  Parliamentary  hands  the  situation  was 
intolerable.  It  was  all  up  with  the  old  parliamen- 
tary chess-game  of  '  ins  '  and  '  outs,'  for  an  outsider 
could  move  the  pieces  at  his  will.  Had  Mr.  Parnell 
and  his  followers  possessed  an  economic  programme 
for  Ireland,  had  they  known  the  secret  of  making 
their  country  prosperous  and  happy,  now  was  their 
time.  Mr.  Parnell  had  more  power  than  he  would 
have  possessed  had  he  been  the  king  of  Ireland, 
for  he  wielded  power  over  the  mightiest  and 
wealthiest  Empire  of  the  world ;  and  any  measures 
capable  of  conferring  real  prosperity  on  Ireland 
would  have  been  sanctioned  by  both  the  parties 
and  hailed  with  enthusiasm  by  the  industrial  and 
commercial  classes  of  Great  Britain. 

But  in  the  case  of  Mr.  Parnell  and  his  followers 
liistory  repeated  itself.  For  it  is  a  fact  over  and 
over  again  confirmed  by  history,  that  when  a  people 
suddenly  find  themselves  in  the  possession  of  un- 
wonted liberty  and  power,  the  first  use  they  make 
of  them  is  to  get  rid  of  them.  The  first  thing  the 
Parnellites  would  have  done,  after  their  acquisition 
of  supremacy  in  Parliament,  would  have  been  to 
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vote  themselves  out  of  that  powerful  assembly,  if 
the  Conservatives  had  not  prevented  them. 

Mr.  Gladstone  at  once  found  that  parliamentary- 
life  would  be  insufferable  were  Mr.  Parnell  permitted 
to  pull  all  the  strings.  The  remedy  conceived  was 
to  expel  the  Irish  from  Parliament  altogether. 
There  were  two  ways  by  which  this  could  be  done 
— ^by  violence  or  by  diplomacy.  Mr.  Gladstone 
chose  the  latter. 

By  joining  issue  with  the  Home  Eulers,  he  not 
only  concentrated  their  attention  on  that  measure 
of  an  abstract  political  nature,  but  induced  them 
to  swell  his  following  and  to  part  with  their  inde- 
pendent position,  from  which  such  innnense  power 
sprang.  Home  Eule  being  the  measure  so  long  de- 
manded by  Ireland  and  the  boon  which  Mr.  Glad- 
stone promised  them,  it  became  necessary  to  give 
some  definition  to  the  term  'Home  Eule,'  which 
so  far  owed  all  its  usefulness  to  its  vagueness. 

The  first  definition  of  Home  Eule  which  saw 
the  light  was  contained  in  Mr.  Gladstone's  tw^o  Bills. 

The  fundamental  provision  in  these,  and  one 
emphatically  dwelt  upon  by  Mr.  Gladstone  at  the 
time,  was  the  exclusion  of  the  Irish  members  from 
the  British  Parliament.     It   is   only  just   to  the 
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Parnellites  to  say  that  this  proposition  was  some- 
what coolly  received  by  them,  though  it  has  now 
become  historical  that  they  were  prepared  to  vote 
for  it.  This  act  of  self-annihilation,  this  spontaneous 
rising  to  the  tempting  bait  of  Mr.  Gladstone,  has 
by  cynics  been  attributed  to  the  fact  that  many  of 
the  Parnellites,  who  for  the  first  time  sat  in  West- 
minster, were  men  with  but  small  resources,  that 
the  subscriptions  from  the  United  States  were 
dwindling,  that  there  was  no  chance  of  the  members 
being  paid  in  Westminster,  and  that  it  was  plainly 
understood  that  the  members  of  the  proposed  Dublin 
Parliament  would  be  paid. 

It  might  suit  their  political  opponents  to  thus 
represent  the  Home  Eule  members  as  selling  their 
own  and  their  country's  birthright  for  a  mess  of 
porridge.  But  it  would  be  invidious  and  hyper- 
critical to  look  for  any  other  cause  of  the  action  of 
the  Home  Eule  members  than  in  their  firm  belief 
that  Home  Eule  was  identical  with  prosperity — a 
belief  which  was  fostered  by  sheer  reiteration,  and 
shared  by  many  a  man  acknowledged  as  their 
superior  in  intellect  and  statesmanship. 

Those  who  doubted  as  to  the  practicability  of 
Home  Eule  received  a  striking  confirmation  of  their 
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opinion  when  Mr.  Gladstone  brought  in  his  Bills. 
Home  Eule,  like  Socialism,  is  most  attractive  while 
left  hovering  in  the  hazy  atmosphere  of  senti- 
mental dreams.  Even  as  the  practical  socialistic 
programmes,  at  times  issued  by  indiscreet  Socialists, 
reveal  to  working  men  how  Socialism  cannot  in- 
crease their  wages  by  a  single  penny,  so  Mr.  Glad- 
stone's Bills  proclaimed  that  Home  Eule  means  not 
more  but  less  liberty  for  Ireland. 

The  singular  foresight  which  Mr.  Gladstone  has 
repeatedly  shown,  his  immense  diplomatic  power, 
and  his  frequently  avowed  recourse  to  the  ex- 
pediency of  withholding  from  his  most  devoted 
followers  his  real  aims,  might  well  cause  close 
observers  to  suspect  that  he  did  not  intend  by 
his  Bills  to  pass  Home  Eule  but  to  render  it 
impossible.  Home  Eule  was  popular  because 
undefined.  Mr.  Parnell  was  far  too  shrewd  to 
undertake  its  definition  and  thereby  destroy  so 
useful  a  weapon.  Is  it  then  unlikely  that  Mr. 
Gladstone  took  advantage  of  so  good  an  opportu- 
nity to  bring  Home  Eule  into  that  fierce  light  of 
discussion  which  was  certain  to  dispel  the  charm 
which  environed  it  ? 

The  only  point  which  has  been  fully  discussed 
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and  the  working  of  which  Mr.  Gladstone  has  been 
called  upon  to  explain,  is  the  exclusion  of  the  Irish 
members  from  Parliament.  It  was  very  soon  found 
that  this  would  be  an  injustice  to  Ireland  of  such 
magnitude  that  all  other  acts  of  injustice  would 
pale  before  it.  As  both  the  Irish  members  and 
Mr.  Gladstone  recognised  this,  there  is  no  need  to 
dwell  upon  the  sacrifice  it  involved  for  the  Irish 
people.  It  will  not  reappear  in  any  future  Home 
Kule  Bill.  But  does  the  abandonment  of  this  clause 
amount  to  the  abandonment  of  the  Home  Eule 
scheme  altogether,  or  is  there  any  other  difference 
between  Home  Eule  and  local  government  than  the 
presence  or  absence  of  Irishmen  at  Westminster  ? 

If  the  other  points  in  Mr.  Gladstone's  Bills 
were  thoroughly  examined  and  placed  before  the 
Irish  people  in  a  true  light,  they  would  have  to  be 
abandoned  in  the  same  way  because  they  could  be 
proved  detrimental  to  the  Empire  and  unjust  to  the 
Irish. 

Let  us  glance  at  some  of  the  chief  points.  The 
Queen  was  to  have  the  veto  of  any  Act  passed 
by  the  Irish  Parliament.  This  seems  at  first  sight 
fair  and  constitutional.  For  has  not  the  Queen  the 
veto  of  any  Act  passed  by  the  British  Parliament  ? 
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But  what  does  it  in  reality  mean?  The  Queen's 
veto  in  England  has  so  far  been  nominal,  and  Her 
Majesty  has  been  always  wise  enough  (and  will 
probably  remain  so)  to  be  guided  by  her  Ministers. 
The  Cabinet  is  placed  in  office  by  the  Westminster 
Parliament,  and  the  Westminster  Parliament  is  the 
essence  of  public  opinion  of  Great  Britain.  The 
real  meaning,  therefore,  of  Mr.  Gladstone's  propo- 
sition as  to  the  veto  was  to  place  the  whole  Irish 
nation  under  the  absolute  veto  of  public  opinion  of 
England,  Scotland,  and  Wales.  Considering  that 
history  is  replete  with  warnings  against  such  sub- 
jection of  one  nationality  by  another,  it  is  im- 
possible to  suppose  that  Mr.  Gladstone  had  any 
other  object  in  proposing  it  than  to  show  up  the 
unreasonableness  of  the  Home  Eule  agitation. 

The  scheme  of  prohibiting  certain  subjects  from 
being  discussed  in  the  Irish  Parliament  has  too 
much  the  air  of  burlesque  to  be  taken  seriously. 
Is  there  any  civilised  nation  in  the  world  that 
would  send  to  a  Parliament,  supposed  to  inaugurate 
a  new  era  of  liberty,  representatives  who  would 
consent  to  refrain  from  discussing  points  that 
might  appear  to  them  of  vital  importance  to  the 
country  ?     If  there  be  such  a  nation  it  would  be  a 
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base  calumny  to  say  that  that  nation  is  Ireland. 
Anybody  who  knows  the  nobler  side  of  the  Irish 
character  will  feel  sure  that  a  Dublin  Parhament 
would  act  exactly  in  the  same  way  as  the  French 
Deputies  did  in  the  Tennis  Hall  when  Louis  XYI. 
forbade  them  to  discuss  the  government  of  France. 
In  face  of  the  royal  prohibition,  before  the  muzzles 
of  loaded  cannons  ready  to  blow  them  to  pieces, 
they  took  a  solemn  oath  not  to  separate  until 
they  had  voted  a  free  constitution  for  France  ; 
and  this  is  what  Irishmen  would  do  under  similar 
circumstances. 

Though  Mr.  Gladstone's  Bill  does  not  mention 
the  obnoxious  word  '  tribute,'  the  proposed  con- 
tribution of  Ireland  to  the  Imperial  expenses  is 
nothing  else,  and  would  be  regarded  by  the  Irish 
as  nothing  else.  Now  we  ask,  what  would  the  Irisli 
people  feel  and  do  when  they  saw  ten  to  fifteen 
milHon  pounds  sterling  annually  quit  their  poor 
country,  passing  over  their  own  Parliament — the 
natural  guardian  and  manager,  according  to 
European  ideas  of  constitutional  rights,  of  the 
nation's  funds  ?  Would  not  every  candidate  for  the 
Dublin  Parliament  have  to  pledge  himself  to  vote 
against  the   tribute  ?     Of  all  the  causes   for   the 


350  FREE   TRADE   IN    CAPITAL 

incitement  to  revolution  and  war,  none  is  more 
potent  than  the  attempt  to  make  one  nationahty 
tributary  to  another. 

Mr.  Gladstone's  Bill,  instead  of  assuaging  the 
grievances  of  Ireland,  would  create  new  ones  of 
a  formidable  character — grievances  which  would 
secure  for  the  Irish  agitators  the  sympathies 
of  every  free  nation.  The  connection  with 
England  would  in  the  judgment  of  the  Irish  stand 
out  more  conspicuously  than  ever  as  the  great 
barrier  to  prosperity,  and  the  Irish  agitators  would 
possess  not  only  greater  cause  but  much  more  power 
to  humiliate  England. 

For  it  should  be  above  all  borne  in  mind  that 
Mr.  Gladstone's  Bills  contain  no  measure  for  the 
economic  amelioration  of  Ireland.  He  takes  for 
granted  that  political  reform  suffices  to  cure 
economic  evils,  and  shares  the  opinions  of  the  Irish 
Home  Eulers  that  Home  Eule  is  the  panacea  for 
all  Irish  troubles. 

If  those  who  aspire  to  power  in  Ireland  and 
are  most  likely  to  attain  to  it  in  the  case  of  a  Dublin 
Parliament,  were  sound  economists,  and  if  the 
connection  with  England  really  stood  in  the  way  of 
economic  reforms,  there  would  be  some  sense  in  the 
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panacea  theory  of  Home  Eule.  But,  unfortunately 
for  Ireland,  the  contrary  is  the  case.  While  the 
Irish  Home  Eule  members  may  be  men  actuated  by 
patriotism  and  philanthropy,  and  while  even  their 
opponents  cannot  deny  their  eloquence  and  diplo- 
matic powers,  their  best  friends  and  greatest 
admirers  will  admit  that  all  the  Irish  leaders  are 
singularly  lacking  in  insight  into  Political  Economy. 
Wlien  asked  by  what  means  they  propose  to  bring 
al30ut  the  prosperity  they  so  lavishly  promise,  they 
throw  out  dark  hints  about  protection  duties,  State 
assistance  to  enterprise,  interference  with  free 
contracts,  and  the  raising  of  large  State  loans — 
measures  which,  by  the  most  unimpeachable  theories, 
confirmed  by  thousands  of  years  of  experience  in 
all  parts  of  the  world,  are  mischievous  enough  to 
ruin  countries  far  wealthier  than  Ireland. 

Though,  probably  for  diplomatic  reasons,  the 
Irish  members  are  not  prone  to  disclose  how  they 
intend  to  settle  the  Land  Question,  it  is  evident 
enough  that  the  prosperity  they  hope  for  is  expected 
to  arise  out  of  Land  Eeform  ;  and  this  opinion  is 
shared  by  most  advocates  of  Home  Eule. 

The  popular  idea  of  the  Irish  Question  is  that 
prosperity  can  only  come  through  Land  Eeform, 
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and  that  Land  Eeibrm  can  only  come  through  Home 
Eule.  What  shape  this  Land  Eeform  is  to  take  is 
very  far  from  being  settled,  but,  unfortunately,  both 
political  parties — Unionists  and  Home  Eulers — 
seem  to  share  one  opinion  alike,  and  this  is  that 
Land  Eeform  in  Ireland  must  be  of  a  State-socialistic 
nature. 

Now,  we  have  shown  in  a  previous  chapter,  how 
delusive  State-socialistic  measures  prove  themselves 
when  applied  in  other  directions,  and  how  they 
must  inevitably  damage  those  whom  they  are  in- 
tended to  help,  so  long  as  we  have  not  complete 
Socialism.  We  shall  now  show  that  the  same  result 
will  follow  if  State  Socialism  be  applied  to  Land. 

Let  us  first  remember  that  the  fundamental 
principle  of  Political  Economy — that  which  has 
proved  itself  to  hold  good  in  every  branch  of  human 
activity — namely,  freedom — has  never  yet  been 
applied  to  trade  in  land.  Many  of  our  economic 
difficulties  spring  from  the  legal  obstacles  which 
stand  in  the  way  of  transfer  of  land  and  special 
legislation  relative  to  land.  The  inability  of  land- 
owners to  perceive  what  is  their  true  interest,  and 
perhaps  the  manoeuvrings  of  the  lawyers  to  maintain 
abnormally  large  fees,  have  unfortunately  prevented 
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the  adoption  of  Free  Trade  in  Land  in  Great  Britain 
and  Ireland.  When  the  unnatural  position  in  which 
the  landlord  stands  produces  an  irresistible  demand 
-for  Land  Eeform,  the  reform  which  is  best  for  all, 
Free  Trade  in  Land,  looks  far  too  tame,  and  thus  a 
socialistic  solution  of  the  problem  is  the  only  one 
the  public  will  listen  to. 

One  of  the  meaningless  cries  which  stir  the  Irish 
people  to  agitate  is  '  Down  with  the  landlords.' 
The  poor  Irish  tenant's  idea  of  a  landlord  is 
naturally  mediasval,  because  modern  progress  has 
not  reached  him  ;  individual  freedom,  such  as  is  the 
true  aim  of  our  civilisation,  is  to  him  an  abstract 
idea  he  cannot  grasp,  for  he  has  never  experienced 
it.  He  frames  his  opinions  on  tradition,  and  this 
tells  him  that  he  would  be  happy  had  he  a  good 
landlord,  and  that  he  is  miserable  because  he  has 
a  bad  one. 

In  olden  times,  when  contracts  were  made 
and  carried  out  in  primitive  fashion,  when  the 
payment  of  coin  was  exceptional,  when  special 
bank  legislation  had  not  vitiated  the  relation  be- 
tween production  and  sale,  and  when  the  capitalist 
and  money-lender  did  not  hold  the  domineering 
position  they  now  hold — in  those  olden  times  the 

A  A 


854  FREE   TRADE   IN   CAPITAL 

solidarity  which  naturally  existed  between  landlord 
and  tenant  had  a  better  chance  of  prevailing  ;  a 
landlord  had  to  be  both  careless  and  foolish  not  to 
understand  that  his  interests  and  those  of  his  tenants 
were  parallel.  The  greater  number  of  tenants,  and 
the  better  those  tenants  were,  the  better  for  the 
landlord.  His  rent  consisted  of  a  share  in  a  crop, 
and  on  this  alone  he  lived  comfortably.  He  had 
very  small  cash  disbursements,  and  the  coin  requi- 
site for  these  he  obtained  by  the  sale  of  surplus 
products. 

The  tenants  were  to  him  not  only  a  source  of 
supplies  but  one  of  social  influence  and  political 
power.  He  had  as  strong  inducements  to  see  his 
tenants  numerous,  happy,  loyal,  as  a  modern 
sovereign  has  to  please  his  people ;  the  sweets  of 
power  and  popularity  were  well  worth  the  few 
paternal  cares  which  produced  them. 

But  when  feudal  institutions  made  room  for  the 
modern  system  of  division  of  labour,  when  all  con- 
tracts stipulated  payments  in  coin,  and  when  the 
foolish  enactments  of  government  respecting  coin 
and  banking  made  the  capitalists  and  all  dealers 
in  coin  the  masters  of  the  situation,  the  position 
was  entirely  changed.     The  coin  disbursement  of 
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the  landlord  grew  apace,  and  he  was  compelled  to 
abandon  the  system  of  payments  in  kind  and  resort 
to  rents  in  coin.  The  remaining  expenditure  of  the 
farmers  became  payable  in  coin ;  all  co-operation 
between  the  people  was  carried  on  with  coin  ;  the 
farmers  were  obliged  to  sell  their  products  prior 
to  payment  of  anybody ;  everybody  wanting  to  sell 
for  coin,  the  proffered  products  rapidly  dropped  in 
price  ;  and  the  precious  metal  acquired  a  fictitious 
value  which  weighed  down  the  farmers  who  were 
bound  to  pay  so  much  of  it  in  many  directions. 
This  change  took  place  all  over  the  civilised  world, 
but  it  was  most  acutely  felt  in  such  countries  as 
Ireland,  where  the  people  were  chiefly  agricultural, 
where  the  growth  of  trade  and  industry  had  not 
expanded  the  coin-holding  power  of  the  markets, 
where  such  prosperity  and  happiness  as  they  en- 
joyed were  the  outcome  of  feudal  institutions,  and 
where  such  institutions  were  slow  in  dying  out. 

Under  the  altered  circumstances  it  was  no  easy 
matter  to  be  a  good  landlord.  Only  those  could 
be  good  landlords  who  were  good  financiers, 
those  who  could  keep  free  of  debt,  and  hold 
capital  enough  in  their  own  hands  to  allow  such 
terms    to   their  tenants    as    were    calculated    to 
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assist  them  in  the  development  of  their  farms. 
Those  who  desired  to  be  good  landlords  could 
not  always  succeed,  because  greater  exertion  and 
greater  sacrifice  of  capital  were  necessary  than 
many  could  afford. 

The  landlord  was  not  the  only  creditor  who 
weighed  down  the  tenant.  The  scarcity  of  mediums 
of  exchange  in  face  of  an  intense  demand  for  them 
caused  the  whole  distributive  trade  to  function  on 
a  system  of  consumption  credit.  The  tenants  fell 
into  a  chronic  state  of  indebtedness  to  the  shop- 
keepers and  other  suppliers,  and  had  to  pay 
excessive  prices  for  everything  they  purchased. 
At  the  same  time  they  were  compelled  to  sell  all 
their  products  as  soon  as  ready,  and  not  infrequently 
before  they  were  produced,  to  a  middle-man,  the 
first  link  in  the  chain  of  middle-men  who  constitute 
the  mediums  of  exchange  when  truly  economic 
ones  are  forbidden  by  law. 

The  exertions  of  the  good  landlords  were  thus 
counterbalanced  to  a  very  large  extent  by  the 
artificially  produced  scarcity  of  capital  and  of 
mediums  of  exchange.  The  small  results  which 
the  landlords  obtained  by  their  sacrifices,  as  well 
as  their  increased   indebtedness,  caused  many  to 
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abandon  all  hope  of  improving  tlieir  estates  and 
renounce  the  part  of  Providence  to  their  tenants 
which  was  the  privilege  of  a  landlord  in  olden  times. 
Through  tjie  many  points  of  contact  which  the  land- 
lords had  with  London  and  other  progressing  centres, 
they  were  as  much  affected  by  modern  develop- 
ments as  business  men  in  large  cities :  they  had 
to  discard  every  vestige  of  feudal  life,  and  con- 
duct all  tlieir  transactions  on  strict  commercial 
principles. 

But  with  the  tenants  the  case  was  very  differ- 
ent. While,  as  we  have  abeady  observed,  the 
transition  from  a  feudal  to  a  commercial  system 
affected  tliem  only  by  increasing  the  amount  of 
coin  they  were  called  upon  to  pay ;  while  the 
commercial  system  created  free  competition  in 
their  production — free  competition  in  the  supply 
of  capital,  credit,  and  mediums  of  exchange  was 
forbidden.  The  change  thus  made  them  long  more 
than  ever  for  the  paternal  protection  of  the  land- 
lord, and  when  he  responded  by  taking  a  strictly 
commercial  view  of  his  relations  with  his  tenants, 
he  came  to  be  regarded  as  selfish,  hard,  and  cruel. 

The  situation  in  Ireland  might  be  thus  briefly 
described  :  the  tenants  live  and  are  compelled  to 
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live  under  the  old  feudal  system,  while  the  land- 
lords live  under  a  modern  commercial  system. 

The  consequence  of  this  is  that  the  interest 
of  both,  which  naturally  is  parallel,  appears  to  be 
antagonistic.  The  prevailing  prejudice  ao^ainst 
Free  Banking  having  prevented  the  extension  of 
the  advantages  of  the  commercial  system  to  the 
tenants,  and  having  barred  the  way  to  every 
inquiry  in  the  right  direction,  the  tenants,  as  well 
as  their  spokesmen  and  sympathisers,  have  all  come 
to  the  conclusion,  firstly,  that  the  landlord  has  not 
done  his  duty  to  the  tenants ;  secondly,  that  he  is 
too  selfish  to  do  it ;  and  thirdly,  that  government 
must  compel  him  to  do  it.  The  rent  was  the  only 
point  on  which  he  could  be  attacked,  and  hence 
the  anti-rent  agitation  and  the  successive  Land 
Bills. 

The  Land  BiUs  which  have  been  so  far  passed 
have  proved  insufficient,  and  this  must  necessarily 
be  the  case  with  every  Socialistic  Land  Bill  in  the 
future.  If  the  circumstances  of  the  Irish  people 
could  be  improved  in  no  other  way  than  by  the  re- 
duction of  rents,  the  outlook  would  be  dark  indeed. 
It  is  a  well-known  fact  that  in  many  parts  of 
Ireland,  especially  in  Donegal,  there  are  a  great 


THE   lEISH  QUESTION  359 

many  cases  where  the  total  abolition  of  rent  would 
not  allow  the  tenants,  under  the  present  economic 
system,  to  get  a  decent  living  out  of  their  holdings. 
Even  in  England  there  are  farms  now  which  would 
not  be  taken  by  a  tenant  rent-free.  The  reason  for 
this  state  of  affairs  is  that,  when  the  exchanges  are 
worked  in  a  country  on  a  system  which  involves  a 
strong  tendency  to  destroy  profit  on  all  produc- 
tion, as  we  have  seen  is  the  case  in  Great  Britain, 
the  chief  industries  of  the  country  must  suffer  the 
most ;  and  farming  is  after  all  the  chief  industry 
of  this  country,  and  almost  the  only  industry  in 
the  poverty-stricken  districts  of  Ireland. 

We  know  that  there  are  three  factors  in  pro- 
duction— ^land,  labour,  and  capital.  None  of  these 
can  be  dispensed  with,  and  if  one  of  them  is  in- 
adequate, hampered,  or  entirely  witliheld,  the  two 
others  must  suffer.  If  labour  is  withheld  from 
capital  and  land,  no  production  takes  place,  land 
remains  waste,  and  capital  perishes.  If  land  is 
withheld  from  capital  and  labour,  the  disastrous 
effect  on  these  two  factors  is  evident.  In  Great 
Britain,  and  more  particularly  in  Ireland,  special 
legislation  withholds  capital  from  land  and  labour, 
and  only  a  miracle  could  prevent  land  (that  is  the 
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landlord)  and  labour  (that  is  the  agricultural  popu- 
lation) from  suffering. 

No  reduction  in  rent,  no  Land  Bill,  can  remedy 
the  evils  of  Ireland.  If  every  tenant  received  his 
farm  as  a  free  gift,  while  the  present  economic 
system  is  upheld,  the  position  of  the  tenants  would 
in  a  few  years  be  as  bad  as  ever.  The  first  thing 
the  land-owning  farmer  would  do,  the  first  thing 
he  would  be  compelled  to  do,  would  be  to  raise  a 
loan  on  his  new  property.  If  the  now  existing  loan 
institutions  and  money-lenders  were  not  sufficient 
to  hold  the  mortgage  of  every  farm  in  Ireland,  a 
land-owning  peasantry  would  soon  induce  company- 
promoters  to  start  Land  Banks,  that  is,  non-issuing 
banks  granting  loans  in  coin  on  mortgage.  In  a 
short  time  the  interest  which  the  farmers  would 
have  to  pay  to  these  banks  and  the  usurers  would 
probably  exceed  the  present  rent,  and  from  these 
new  landlords  it  would  be  vain  to  hope  for  any 
feudal  paternity.  The  tenants  would  soon  find  how 
they  had  jumped  out  of  the  frying-pan  into  the 
fire. 

This  conclusion  will  be  confirmed  not  only  by 
all  those  acquainted  with  the  financial  condition  of 
Ireland,  but  by  all  those  who  have  studied  agrarian 
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questions  in  other  countries.  We  shall  here  give 
some  examples  which,  though  drawn  from  countries 
where  circumstances  have  differed  and  do  differ 
considerably,  all  point  to  the  fact  that  a  defective 
economic  system  tends  to  destroy  those  who  live  on 
the  land,  be  they  farmers,  landlords,  or  labourers. 

In  Eussia  at  the  time  of  the  emancipation  some 
60,000,000  serfs  were  transformed  into  proprietors 
by  having  the  land  given  to  them,  while  no  change 
was  introduced  in  the  wretched  legislation  which 
regulates,  or  rather  vitiates,  banking,  credit,  and 
coin  in  Eussia.  The  result  was  that  the  new  land- 
owners rapidly  fell  into  the  clutches  of  the  usurers. 
Each  village  had  its  mure-eater  (or  village-eater), 
and  to  these  leeches  the  peasants  lost  not  only  the 
land,  all  their  other  possessions,  but  in  many  cases 
all  their  future  work  at  a  low  nominal  price.  Large 
hordes  of  these  now  landless  people  keep  drifting 
in  search  of  work  from  one  part  of  the  country  to 
another  ;  and  the  poverty  is  appalling. 

In  Sweden  and  Norway  the  peasantry  had  been 
freeholders  as  far  back  as  tradition  goes.  In  olden 
times,  before  the  commercial  system  was  developed, 
these  independent  peasants  held  their  ground 
against  the  nobility,  and  during  periods  when  wars 
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and  revolts  did  not  devastate  their  countries,  the 
peasantry  possessed  large  wealth  and  held  positions 
which  fully  justified  the  name,  frequently  given 
them  in  the  old  chronicles,  of  peasant-kings.  They 
withstood  the  sovereigns,  the  feudal  lords,  the  crafty 
priests,  the  cruel  devastating  warfare  of  those  days  ; 
but  bank  monopoly,  land  banks,  and  usurers  were 
too  much  for  them.  Almost  every  peasant,  every 
landowner  of  these  countries  is  now  indebted  up  to 
the  utmost  valuation  of  his  estate.  The  profit  on 
farming  is  extremely  small  and  uncertain.  The 
woods  are  ravaged  to  supply  pit-props  to  England  at 
a  price  that  hardly  pays  for  the  labour  and  the  cart- 
ing to  the  ports.  Though  the  population  is  scanty, 
emigration  is  excessive,  and  large  numbers  of  land- 
owning peasants  quit  their  farms  and  emigrate  to 
the  Northern  States  of  America,  where  a  new 
Scandinavia  is  fast  forming. 

While  similar  difficulties  afflict  the  farmers  of 
Germany,  Switzerland,  and  Italy,  we  find  that  in 
France — at  least  until  recent  times — the  farmers 
have  been  able  to  remain  in  possession  of  their 
farms  and  keep  free  from  debt.  The  cause  of  this 
is  to  be  found  in  the  economic  system  of  the 
country.     As   we    have   explained   in  a  previous 
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chapter,  the  hanquier  system  of  that  country  sup- 
plies the  producer  with  capital  and  mediums  of 
exchange  on  a  more  rational  system  than  in  any 
other  country,  while  it  tends  to  lower  the  cost  of 
production  and  raise  the  price  of  sale,  thus  render- 
ing farming  remunerative. 

If,  then,  the  free  gift  of  land  cannot  benefit  the 
agricultural  classes  in  Ireland,  it  is  vain  to  hope 
for  a  solution  of  the  Irish  question  from  compulsory 
reduction  of  rents ;  and  the  sooner  this  is  under- 
stood the  better  for  that  reputation  for  love  of 
fair-play  on  which  Englislmien  pride  themselves. 
For  it  is  an  appalling  injustice  that  the  British 
Parliament  should  confiscate  large  portions  of  the 
fortunes  of  the  Irish  landlords  in  the  hope  of 
palliating  the  consequences  of  faulty  legislation, 
from  which  the  landlords  have  suffered  in  common 
with  the  tenants. 

If  there  be  any  sincerity  in  the  cry, '  Down  with 
the  landlords,'  it  cannot  mean  that  the  present 
landlords  (many  of  whom  have  purchased  their 
estates)  should  be  replaced  by  new  ones  who 
would  get  them  for  nothing.  Some  plan  of  land- 
nationalisation  must  underhe  this  cry.  Let  us, 
therefore,  see  to  what  extent  the  appropriation  of 
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the  land  by  the  State  would  benefit  the  tenants 
and  the  nation  at  large. 

The  evil  from  which  the  tenants  in  Ireland 
must  suffer,  and  which  is  at  the  bottom  of  the  dis- 
proportion between  the  rent  and  the  value  of  the 
crops,  is  the  competition  among  the  farmers  to 
secure  those  farms  which  are  in  the  market.  This 
competition  it  is  which  has  made  rack-renting 
possible  and  placed  the  farmer  under  the  heel  of 
the  atrent.  This  fact  has  been  used  ao^ainst  the 
tenants ;  it  has  been  said  that  they  are  them- 
selves to  blame  if  they  sign  contracts  which  they 
cannot  fulfil.  It  is  a  pity  that  such  things  should 
be  said  at  all,  for  many  of  these  contracts  have 
been  signed  under  a  system  of  compulsion  which 
renders  them  invalid — if  not  from  a  legal,  at  least 
from  a  moral  point  of  view.  The  extreme  poverty 
of  the  tenants  leaves  them  no  other  choice  than  to 
throw  themselves  on  the  mercy  of  the  landowner. 
Many  a  tenant  has  had  to  choose  between  either 
leaving  his  cottage  at  once,  or  signing  a  contract 
for  a  high  rent  to  be  paid  in  the  future.  And  who 
can  wonder  at  the  choice,  when  it  is  considered 
what  it  means  for  a  man  without  resources,  with 
a  large  family  (including,  perhaps,  invalids),  to  be 
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evicted  during  the  autumn  or  winter  months? 
Thus  poverty  compels  the  farmers  to  compete  with 
each  other  and  to  bid  up  the  rents  of  the  farms, 
and  if  they  were  a  little  more  independent  they 
would  probably  not  pursue  so  unwise  a  course. 
They  have  already  proved  that  they  can  act  in 
unison,  and,  if  circumstances  w^ere  not  so  terribly 
against  them,  they  would  take  a  leaf  from  the  book 
of  the  English  trades-unions  as  to  the  methods  for 
the  prevention  of  high  rents.  It  would  then  of 
course  be  in  their  interest  not  to  boycott,  threaten, 
or  shoot  the  farmer  who  pays  his  rent,  but  to  visit 
their  chastisement  upon  those  who  do  not  pay ! 
Because  it  is  evident  that  if  a  tenant  knew  that  he 
would  be  shot  at  if  he  did  not  pay  his  rent,  he 
would  be  careful  not  to  sign  a  contract  for  higher 
rent  than  he  was  sure  to  pay.  The  reckless  bidding 
for  farms  by  men  who  never  intend  to  pay  their 
rent  would  cease,  and  all  rents  would  be  moderate. 
It  is  their  utter  destitution  which  causes  the 
wrong  men  to  be  fired  at ;  and  this  is  not  the  only 
instance  of  poor  people  being  compelled  to  make 
matters  worse  for  themselves. 

The  advocates  of  land  nationalisation  seem  to 
believe — and  certainly  wish  others  to  believe — that 
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their  pet  scheme  would  remove  this  evil  of  com- 
petition among  the  tenants  for  the  holdings.  But 
in  this  they  are  grievously  mistaken.  If  the 
State  is  to  be  the  national  landlord,  the  question 
arises,  How  shall  the  land  be  meted  out  to  the 
people  ?  That  great  and  influential  section  of  the 
people  which  is  not  employed  in  agriculture,  as  well 
as  the  farm-labourers,  would  have  a  right  to  demand 
— and  would  demand — that  the  land  should  be 
given  to  the  best  farmers.  It  then  has  to  be 
decided  who  the  best  farmers  are.  To  leave  this 
to  bureaucrats  would  be  to  foster  an  intolerable 
system  of  favouritism  and  bribery  which  would  be 
fatal  to  poor  farmers.  Competitive  examination 
would  be  out  of  the  question  in  this  case,  for  it 
would  leave  the  land  in  the  hands  of  inexperienced 
theorists  and  deprive  the  State  of  a  large  portion 
of  its  revenue.  Besides,  it  would  again  favour 
the  wealthy  classes.  Only  one  practical  way  out 
of  the  difliculty  is  possible,  and  that  one  would 
surely  be  adopted — namely,  to  lease  the  land  to 
the  highest  bidder.  Land  nationalisation  would 
not,  therefore,  free  the  tenants  from  the  evils  of 
competition.  The  only  difference  would  be  that 
they  would  have  no  chance  of  a  kind  and  charitable 
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landlord,  but  would  have  to  deal  with  the  State — 
which,  according  to  high  ecclesiastical  dignitaries, 
is  not  expected  to  act  on  the  principles  of  the 
Sermon  on  the  Mount.  The  loudly-complained-of 
wrong — absenteeism — would  be  magnified  to  its 
utmost  extent,  and  the  land-agents  would  be 
government  officials  who,  if  honest,  could  not 
deviate  a  hair-breadth  from  the  fixed  rules  in 
favour  of  a  tenant ;  if  dishonest,  would  use  their 
power  for  their  own  advancement,  for  the  ad- 
vantage of  their  kinsmen  and  friends,  for  political 
purposes,  and  for  the  extortion  of  bribes.  Land 
nationalisation  would  therefore  be  an  excellent 
thing  for  government  officials,  mostly  recruited 
from  the  upper  classes,  but  a  very  bad  thing  for 
the  poor  farmers. 

Our  land  reformers  persist  in  overlooking  the 
fact  that  when  government  violently  interferes  with 
the  liberty  of  proprietors  in  obtaining  the  market 
value  as  the  price  or  rent  of  their  property,  neither 
the  people  in  general  nor  the  working  classes  are 
benefited.  Only  one  individual  or  one  private 
interest  profits. 

When  government  interfered  violently  with 
the  free  contracts  between  landlord  and  tenant  in 
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Ireland  it  was  often  said  that  the  legally  fixed  rents 
would  in  the  long  run  benefit  the  landlord  as  well 
as  the  tenant,  and  the  country  at  large.  But  some 
effects  which  have  begun  to  show  themselves  already 
point  in  a  contrary  direction.  Without  desiring  to 
dispute  the  fact  that  there  are  any  number  of  farms 
let  at  too  high  rents  to  tenants  who  are  dreadfully 
handicapped  with  respect  to  the  supply  of  capital 
and  the  vitiated  proportion  between  cost  and  sale, 
it  is  certain  that  in  Ireland,  perhaps  more  than  any- 
where else,  there  are  farmers  who  are  incapable  of 
turning  their  farms  to  tlie  best  advantage.  Such  a 
state  of  things  would,  in  a  country  enjoying  a  free 
economic  system,  rectify  itself  by  a  system  of 
natural  selection  on  the  principle  of  the  survival  of 
the  fittest.  The  incompetent  farmers  would  have 
to  make  room  for  competent  men  rising  out  of  the 
labouring  class. 

In  a  country  like  Ireland,  where  holdings  are 
small,  such  an  evolution  would  be  natural  and  easy, 
and  it  will  be  more  so  when  banking  is  made  free. 
But  by  the  interposition  of  government  in  fixing 
legal  rents  many  a  thriftless,  drunken,  and  good- 
for-nothing  tenant  has  been  maintained  in  the  pos- 
session of  a  farm  which  in  his  hands  will  alwavs 
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produce,  even  under  the  most  favourable  circum- 
stances, miserable  crops. 

This  of  course  reacts  on  all  the  inhabitants  of  the 
country ;  the  whole  of  the  working  classes  must  in 
consequence  suffer  ;  and  the  injustice  to  the  farm- 
labourers,  owing  to  this  violent  interference  with 
contract,  is  so  glaring  that  Parliament  could  not 
deny  them  some  kind  of  compensation  were  they 
to  claim  it.  As  a  matter  of  fact,  the  farm-labourers 
in  Ireland  begin  to  understand,  not  that  they  are 
the  natural  victims  of  State  interference  with  con- 
tract, but  that  the  whole  land  agitation  in  Ireland 
is  going  on  rather  at  their  expense  than  in  their 
favour. 

The  value  of  rents,  like  the  value  of  everything 
else,  is  a  question  of  supply  and  demand.  If  demand 
for  farms  has  raised  the  rent  to  its  highest  pitch, 
the  forcible  fixing  of  a  lower  rent  by  the  State 
constitutes  a  free  gift  to  the  occupant  which  is 
equal  to  the  difference  between  the  value  of  the 
lease  before  and  after  the  reduction.  The  tenant  can 
utilise  this  free  gift  in  two  ways.  He  can  either 
retain  the  farm  and  add  the  reduction  of  rent  to 
his  profits,  or  he  can  sell  out,  pocket  a  premium 
and  emigrate.     When  the  rent  is  determined  by 
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free  and  natural  competition,  a  compulsory  reduc- 
tion will  always  leave  the  tenant  the  option  of  sale  : 
for  it  would  not  be  a  market  value  of  the  rent  if 
it  could  not  be  at  once  realised.  This  is  exactly 
what  has  happened  in  many  cases  in  Ireland.  The 
forcible  reduction,  instead  of  securing  to  the  land- 
lord a  more  prosperous  tenant  and  greater  regu- 
larity in  the  payment  of  his  rent,  places  him  in  this 
respect,  in  the  case  of  such  sales,  in  a  worse  position 
than  previously.  The  buyer  of  the  lease  generally 
obtains  the  purchase-money  from  a  money-lender 
against  exorbitant  rates  of  interest,  and,  when  the 
lowered  rent  is  due,  he  is  as  incapable  of  paying  it 
as  the  former  tenant  was  of  paying  a  higher  rent ; 
and  he  is  usually  quite  unable  to  farm  in  a  rational 
way,  the  chief  inducement  to  his  purchase  having 
Deen  the  hope  of  a  further  reduction. 

In  England,  Scotland,  and  Wales,  where  rents 
are  determined  by  free  competition,  a  compulsory 
reduction  would  always  mean  a  gift  of  so  much 
cash  to  so  many  individuals,  but  would  in  no  way 
improve  the  relations  between  tenant  and  landlord, 
and  would  considerably  injure  the  labourers  and  the 
nation  at  large. 

At  the  risk  of  appearing  to  digress,  we  must 
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here   point   out   that   what  we   have   said   about 
government  interference  with  rent  also  holds  good 
with  regard  to  royalties  on  mines.      The  general 
impression  is  that  the  miners  would  benefit  largely 
by  the  abolition  of  mining  royalties.     This  is  a 
gross  mistake,  for  the  holder  of  the  mine  is  the 
only  one  who  will  profit.      The  price  at  which  he 
sells  his  coal  or  ore  is  not  determined  by  his  own 
cost  of  production,  but  by  the  general  demand  and 
the  general  supply  of  coal  all  over  the  world.    Were 
the  English  mining  royalties  abolished,  the  mine- 
holders'  cost  of  production  would  be  proportion- 
ately less.     But  they  would  not  sell  their  products 
one  penny  cheaper,  and,  if  nothing  compelled  them 
to  do  so,  they  would  simply  pocket  the  royalty,  or, 
what  is  more  likely,  sell  the  mine  to  a  new  owner, 
or  a  company,  at  the  higher  value  which  the  aboli- 
tion of  the  royalty  conferred  upon  it. 

It  is  true  that  the  competition  between  the 
holders  of  mines  would  produce  a  tendency  towards 
a  fall  in  the  price  of  products,  which  again  would 
produce  an  increased  consumption.  Now  the 
popular  theory  is  that  this  increase  in  consump- 
tion would  cause  an  increased  demand  for  miners, 
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which    again  would  allow  these  to  demand  and 
obtain  higher  wages. 

But  practice  would  not  confirm  this  theory.  In 
the  first  place  the  holders  of  those  mines  which 
government  would  have  freed  from  the  royalty 
would  be  very  unwilling  to  reduce  the  price  of 
their  products  at  all.  In  the  case  of  trade  remain- 
ing brisk,  reduction  would  be  out  of  the  question. 
As  there  are  mines  the  products  of  which  are  not 
charged  with  royalty,  or  are  too  unremunerative  to 
allow  of  a  substantial  lowering  of  the  price  of  their 
products,  the  holders  benefited  by  the  abolition  of 
royalty  would  be  able  to  secure  orders  by  means 
of  a  very  slight  reduction.  Should  they  undersell 
their  competitors  to  too  great  an  extent  they  might 
compel  the  least  profitable  mines  to  close,  and  in 
that  case  the  miners'  position  would  be  worse 
instead  of  better. 

T3esides,  any  abatement  in  price  in  England 
Avould  be  followed  by  an  abatement  in  price 
abroad,  and  the  extra  demand  which  such  uni- 
versal reduction  might  cause  would  benefit  all  the 
mines  of  the  world.  A  general  reduction  in  price, 
however  slight,  would  certainly  be  an  advantage 
to  the  world  at  large,  but  it  would  be  almost  im- 
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perceptible,  while  the  sacrifice  which  would  be 
imposed  on  the  owners  of  the  soil  by  the  abolition 
of  royalties  would  fall  very  heavily  upon  them. 
The  total  result  of  the  abolition  of  royalties  might 
be  summarised  thus  :  the  bulk  of  the  confiscated 
ro3^alties  would  go  into  the  pockets  of  the  mine- 
holders,  and  a  small  part  of  them  would  be  distri- 
buted among  all  the  people  of  the  world. 

It  is  a  significant  fact  that  when  the  advocates  of 
confiscation  of  royalties  and  of  land  in  general  fail 
to  show  that  any  real  economic  advantages  would 
accrue  to  the  people  from  the  reforms  they  advo- 
cate, they  invariably  fall  back  on  the  indisputable 
fact  that  such  confiscations  would  allow  a  reduc- 
tion in  taxes.  It  is  quite  a  usual  thing  to  meet 
with  speeches  and  articles  on  land  confiscation 
beginning  with  the  intention  of  pointing  out  an 
economic  remedy  against  depression  in  trade  and 
misery  amongst  the  working  classes,  but  in  the  end 
coming  to  the  only  conclusion  that  taxes  might 
be  reduced.  Tluis  no  economic  advantage  but 
simply  a  fiscal  one  is  educed. 

It  is  hardly  worth  while  to  write  long  articles 
to  prove  that  if  one  class  is  plundered,  and  the 
plunder  applied  to  the  expenses  of  the  State,  taxa- 
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tioii  may  be  lowered.  It  is  not  from  over-taxation 
that  the  country  suffers.  No  one  would  mind  the 
taxes  much  if  trade  were  good.  It  is  ridiculous 
to  tell  a  man  who  is  out  of  a  situation  that  he  will 
be  benefited  by  a  reform  which  will  lessen  his  in- 
come-tax when  he  gets  an  income. 

Fiscal  measures  can  only  produce  fiscal  results, 
and  economic  results  can  be  produced  alone  through 
economic  measures. 

The  would-be  land  reformers  are  generally 
tempted  into  adopting  socialistic  views  because 
they  can  so  easily  find  means  of  accomplishing  the 
first  part  of  their  reform,  the  confiscation  of  the 
land  by  the  State  ;  but  when  they  have  to  grapple 
with  the  second  part,  the  application  of  the 
accumulated  resources  to  the  wants  of  the  poorer 
classes,  they  find  absolutely  no  other  way  to  ac- 
complish it  than  by  complete  socialistic  measures, 
that  is,  pauperisation  of  the  working  classes  and 
their  subjection  under  bureaucratic  masters. 

That  such  land  reforms  as  are  advocated  by 
the  Home  Eule  leaders  are  not  economic  measures 
capable  of  economic  results,  but  so  many  violent 
blows  at  the  only  base  of  genuine  prosperity — 
freedom   of  contract — is    not  understood   bv  the 
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chiefs  and  still  less  by  the  rank  and  file  of  the 
Home  Eule  party.  If  it  were,  they  would  cease  to 
agitate  for  measures  which  can  only  damage  both 
Ireland  and  the  Empire,  and  turn  their  attention  to 
that  other  factor  in  the  production  of  wealth — 
capital — the  supply  of  which  is  curtailed,  hampered, 
and  vitiated  by  such  a  monstrous  Act  as  that  of  the 
Bank  Monopoly  Act  of  1844. 

It  will  be  easy  to  show  that  what  in  Ireland  is 
regarded  as  a  question  of  land  is  in  reality  a  ques- 
tion of  capital. 

The  possibility  of  a  better,  not  to  say  a  perfect 
system  of  supply  of  capital  and  mediums  of  ex- 
change is  so  completely  absent  from  the  minds  of 
tlie  land  agitators,  that  they  look  upon  the  miser- 
able income  which  Irish  tenants  and  Irish  landlords 
derive  from  the  soil  as  a  stable  factor  in  the  land 
problem.  They  start  from  the  evidently  absurd 
supposition  that  the  culture  of  the  land  is  carried 
on  in  a  perfect  way,  that  the  revenue  cannot  be 
raised,  and  proceed  to  ^  level  everything  down  to  a 
miserable  state  which  they  take  for  granted  to  be 
normal.  They  suppose  that  the  tenants  can  have 
no  other  supply  of  capital  than  from  the  gombeen 
man ;  that,  for  want  of  means,  the  farmers  are  com- 
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pelled  to  produce  the  least  paying  products ;  that 
they  must  draw  their  supply  at  long  credit  prices 
from  the  last  link  in  a  chain  of  middle-men  ;  that 
they  are  obliged  to  sell  their  products  for  cash  to 
the  first  link  of  another  chain  of  middle-men  ;  that 
the  supply  of  mediums  of  exchange  of  the  country 
must  remain  of  such  a  nature  as  to  keep  cost  of 
production  at  a  maximum  and  price  of  sale  at  a 
minimum  ;  that  they  are  compelled  to  live  in  a 
chronic  state  of  indebtedness ;  all  this  is  supposed 
to  represent  a  normal  state  and  the  rent  is  to  be 
adapted  to  it. 

A  little  reflection,  however,  ought  surely  to 
make  it  clear  that  in  a  country  where  there  is 
plenty  of  space  and  a  considerable  number  of  in- 
habitants making  little  use  of  their  time,  the  esta- 
blishment of  an  economic  system  which  would  be 
as  favourable  to  production  as  the  j^resent  anti- 
economic  one  is  unfavourable  to  it  would  work  an 
extraordinary  change  in  the  value  of  land. 

Whether  the  vast  tracts  of  uncultivated  land 
which  exist  in  certain  parts  of  Ireland  could  be 
changed  into  wheat-bearing  acres,  and  whether  such 
a  change  would  be  a  financial  success,  we  shall 
leave  an  open  question.     That  it  would  be  ruinous 
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under  tlie  present  system  is  certain.  But  it  should 
be  remembered  that  under  a  system  of  Free  Trade  in 
Capital,  cultivation  in  Ireland  would  mean  the  utili- 
sation of  land  which  has  now  hardly  any  value  ;  of 
people  who  are  unemployed ;  of  resources  which 
are  wasted  :  and  this  without  any  of  the  financial 
drawbacks  which  under  the  present  system  upset 
all  calculations  by  the  necessity  of  attracting  profit- 
destroying  coin. 

But  it  is  not  likely  that  the  Irish  farmers,  under 
a  sound  economic  system,  would  be  tempted  to  enter 
into  competition  with  America,  Australia,  and  India 
in  the  production  of  wheat.  They  would  have 
every  facility  and  every  inducement  to  embrace 
those  branches  of  agriculture  in  which  the  great 
cereal  products  of  those  countries  are  used  as  raw 
materials. 

Ireland  is  splendidly  situated  for  the  produc- 
tion of  enormous  quantities  of  other  kinds  of  food 
than  cereals  which  England  consumes,  and  which 
would  be  cheapened  by  the  supply  of  cheap 
corn.  In  England  there  is  an  immense  and  con- 
stantly growing  consumption  of  foreign  butter  and 
cheese  ;  foreign  meat,  fresh,  cured,  and  preserved ; 
foreign  poultry,  foreign  eggs,  foreign   fruits  and 
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vegetables  ;  and  a  whole  mass  of  minor  products, 
the  production  of  which  is  becoming  easier  and 
more  profitable  through  new  scientific  discoveries 
and  new  devices.  The  production  of  these  articles 
of  food  in  Ireland  would  form  the  basis  of  many 
new  industries,  and  the  prosperity  which  the  export 
to  England  of  so  large  a  quantity  of  food-stufis 
would  call  forth  would  cause  an  extraordinary  rise 
in  the  price  of  land. 

The  reason  why  such  large  quantities  of  food 
are  not  produced  in  Ireland  but  imported  into  Eng- 
land from  foreign  countries  is  to  be  found  entirely 
in  the  miserable  financial  system. 

It  is  patent  to  everybody  that  the  farmer  who 
devotes  himself  to  what  the  French  call  '  la  petite 
culture ' — the  most  paying  of  all  farming — would 
be  under  the  necessity  of  constant  disbursement, 
for  his  production  is  quick,  the  turn-over  of  his 
capital  frequent,  and  he  must  employ  a  great  many 
hands.  How  is  it  possible  for  a  farmer  to  enter 
upon  such  undertakings  with  no  other  mediums  of 
exchange  than  the  coin  he  can  keep  in  stock,  with 
no  other  source  for  the  renewal  of  his  capital  than 
the  money-lender  ?     Were  he   to  attempt  it,   his 
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want  of  cash  would  drive  him  to  desperation,  and 
his  first  piece  of  bad  luck  would  ruin  him. 

The  success  of  '  la  petite  culture  '  in  France  is 
not  due  so  much  to  climate  and  the  subdivision  of 
land  under  the  cadastre  as  to  the  banquier  system, 
and  the  ready  supply  of  capital,  low  interest,  and 
low  cost  of  production  which  it  involves.  The 
extraordinary  development  in  farming  which  in 
Scotland  took  place  up  till  1844  was  due  to 
the  Free  Banking  which,  as  we  have  seen,  benefits 
the  country  in  virtue  of  the  same  economic  laws  as 
the  hanquier  system  does. 

It  is  the  prohibition  of  Free  Trade  in  Capital 
alone  which  prevents  Ireland  from  being  the  dairy, 
the  kitchen  garden,  the  orchard  of  England. 

There  are  in  Ireland  the  beginnings  of  many 
industries  which  only  require  those  advantages 
which  rational  banking  supplies  in  order  to  assume 
considerable  dimensions.  Many  of  these  industries 
would  go  hand-in-hand  with  agriculture,  and  as 
Ireland  would  be  essentially  a  food-producing 
country,  cheap  living — an  important  condition  for 
the  success  of  industry — would  be  assured.  The 
ideal  which  some  of  our  politicians  strive  for — 
namely,  the  working  man   in  his  own  cottage,  a 
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garden,  and  a  few  acres  of  land — would  be  realised 
in  Ireland  as  soon  as  banking  were  made  free.  The 
man,  the  cottage,  the  land  are  all  there ;  but  the 
capital  and  the  mediums  of  exchange  are  wanting. 

The  introduction  of  Free  Trade  in  Capital  would 
in  Ireland  reverse  the  present  relations  between 
landlords  and  tenants.  It  is  only  the  inability  of 
the  farmer  to  prosper  which  has  changed  his 
natural  solidarity  with  the  landlord  into  animosity. 
With  Free  Trade  in  Capital  the  natural  relations — 
solidarity — would  be  re-established.  With  a  plen- 
tiful supply  of  capital  and  normal  cost  and  sale, 
the  demand  for  farmers  both  in  Ireland  and  the 
Colonies  would  certainly  exceed  the  supply.  In 
Ireland  they  could  therefore  dictate  their  own 
terms  to  the  landlords.  The  rents  would  be  pro- 
bably in  most  cases  three  or  four  times  higher  than 
they  are  now,  but  the  profits  of  the  tenant  would 
be  higher  in  proportion,  for  the  landlords  would 
be  compelled,  in  order  to  secure  tenants,  to  leave 
them  a  large  margin  of  profit. 

With  Free  Trade  in  Capital  none  would  more 
resent  State  interference  with  land  than  the  Irish 
farmers,  for  such  interference  would  prevent  free 
competition  for  the  best  farms,  would  deprive  the 
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farmers  of  the  power  to  sign  such  contracts  as  would 
be  most  favourable  to  themselves,  would  subject 
them  to  the  tyranny  of  bureaucrats,  would  give  rise 
to  favouritism  and  establish  a  system  of  bribes. 
Government  interference  could  not  possibly  be  of 
any  advantage  to  the  farmers  so  long  as  in  making 
contracts  with  the  landlord  the  farmers  have  the 
pull. 

When  the  full  importance  for  Ireland  of  Free 
Trade  in  Capital  is  understood,  the  agitation  for 
land  reform  will  cease,  because  it  will  be  evident 
that  all  the  evils  which  now  are  supposed  to  spring 
from  the  land  system  are  in  reality  produced  by 
State  interference  with  the  supply  of  capital,  and 
that  the  Land  Question  cannot  be  settled,  nor  even 
posed,  until  the  Capital  Question  is  settled. 

And  in  all  probability  when  the  Capital  Ques- 
tion is  settled  there  will  be  no  Land  Question  to 
settle. 

Our  contention  is,  then,  that  the  demand  for 
Home  Eule  is  caused  by  the  miserable  state  of  the 
country  and  the  discontent  that  poverty  engenders  ; 
that  the  modern  socialistic  fallacies  prevent  the  Irish 
leaders  from  conceiving  any  other  remedies  than 
socialistic  ones ;  that  poverty  in  Ireland  is  chiefly 
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due  to  State  interference  with  banking ;  that  when 
banking  is  made  free  an  unprecedented  prosperity 
will  follow,  as  it  did  in  Scotland ;  that  this  pro- 
sperity would  bring  contentment  and  reveal  to  the 
Irish  the  enormous  advantages  they  derive  from 
the  full  citizenship  of  the  British  Empire  which 
they  now  enjoy,  and  that  they  would  jealously 
defend  this  privilege  against  all  those  who  would 
deprive  them  of  it. 

If  the  Home  Eule  agitation  were  based  on  sen- 
timental national  aspirations  and  not  on  the  desire 
for  prosperity,  the  demand  would  be  for  national 
independence  and  not  for  Home  Eule.  The  Irish 
agitators  have  found  that  to  advocate  entire  inde- 
pendence does  not  bring  them  popularity,  because 
most  Irish  peojDle  are  aware  what  a  loss  it  would 
be  to  them  to  be  deprived  of  British  citizenship  and 
of  their  large  stake  in  the  Empire  which  they  and 
their  forefathers  have  helped  to  build  up.  The  de- 
mand is  therefore  limited  to  that  something  which 
is  not  independence  and  not  local  government,  and 
which  is  called  Home  Eule.  The  whole  world  is 
now  waiting  for  a  practical  definition  of  this  term, 
and  it  is  no  wonder  that  even  Mr.  Gladstone's 
genius  is  at  a  loss  to  supply  it,  for  it  involves  a 
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glaring  contradiction.  It  means,  in  the  opinion  of 
the  Home  Eulers,  more  freedom  than  they  have 
now,  while  to  practical  statesmen  it  means  a 
curtailing  of  the  liberties  which  the  Irish  now  pos- 
sess, jointly  with  the  English,  to  govern  the  British 
Empire. 
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CHAPTEE  XXI 

now   THE   ANCIENT   PROSPERITY    OF    EGYPT   COULD   BE 
REVIVED 

The  kaleidoscopic  changes  of  modern  events  now 
and  then  thrust  the  Egyptian  question  in  the  back- 
ground, but  it  is  easy  to  foresee  how  it  will  soon 
be  brought  to  the  front  again,  and  probably  so 
forcibly  that  it  will  become  impossible  to  refrain 
much  longer  from  adopting  a  clearly  defined 
Egyptian  policy.  The  battle  of  Toski,  far  from 
bringing  about  that  state  of  peace  and  security 
which  is  the  avowed  object  of  the  English  occu- 
pation and  the  indispensable  condition  for  the  with- 
drawal of  the  British  garrison,  has  only  demon- 
strated that  invasion,  devastation,  and  probably 
general  anarchy,  is  prevented  solely  by  English 
action. 

Besides,  immediately  after  the  battle,  a  discovery 
was  made  which  points  to  new  and  serious  compli- 


THE   EGYPTIAN   QUESTION  385 

cations.  It  should  warn  us  that  a  fresh  departure 
in  our  Egyptian  poHcy  is  necessary  to  prevent  our 
interference  from  becoming  a  source  of  grave 
danger  and  endless  trouble.  We  mean  the  dis- 
covery of  a  secret  correspondence  between  the 
leaders  of  the  dervishes  and  influential  people  in 
Egypt. 

Our  foreign  detractors  have  not  been  slow  to 
point  out  how  the  existence  of  such  a  corre- 
spondence shows  that  the  English  occupation, 
instead  of  pacifying  the  country,  is  in  reality  the 
cause  of  all  the  attempts  at  invasion.  They  argue 
that  the  Egyptian  patriots,  dissatisfied  with  the 
English  occupation  and  fearing  ultimate  annexation, 
are  willing  to  risk  invasion  from  the  Soudan  in  the 
hope  that  the  fierce  warriors  from  the  south  will 
assist  them  to  drive  the  English  from  their  shores. 

So  far,  if  we  are  well  informed,  only  one  culprit 
has  been  brought  to  book.  But  as  he  was  found 
out  by  a  mere  chance  the  discovered  corre- 
spondence between  the  Mahdists  and  the  Egyptians 
is  probably  more  extensive  than  appears.  Con- 
certed action  between  the  dervishes  and  influen- 
tial Egyptians  explains  so  naturally  the  persistent 
attacks  of  the  former,  and  is  so  much  in  keeping 

c  c 
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with  what  we  have  experienced  from  the  latter, 
that  it  seems  surprising  that  this  simple  explana- 
tion has  not  been  mooted  before.  If,  in  case  of 
more  conspiracy,  we  have  to  proceed  by  arrests 
and  executions  in  Upper  Egypt,  we  should  thereby 
inaugurate  a  far  more  dangerous  campaign  than 
that  against  the  dervishes. 

Both  history  and  recent  experience  in  Ireland 
teach  us  what  such  a  campaign  means.  It  would 
change  utterly  the  part  we  have  so  far  played 
in  Egypt.  Instead  of  the  defenders  we  should 
appear  as  the  oppressors  of  the  Egyptians,  as  the 
destroyers  of  liberty  and  national  aspirations. 
Though,  to  begin  with,  we  should  have  to  combat 
only  certain  classes,  these  would  understand  how 
to  represent  themselves  as  the  true  upholders  of 
national  and  religious  liberties.  This  would  be 
easy  for  them,  because  we  are  foreigners  who  must 
compel  obedience  and  make  many  enemies  in  order 
to  accomplish  the  tasks  imposed  on  us  by  circum- 
stances. Besides,  the  miserable  state  of  the  country 
and  the  high  taxes  will  surely  create  discontent, 
and  it  is  a  well-known  fact,  referred  to  before, 
that  such  discontent  is  sure  to  be  directed  against 
those  in   power,  especially  when  they  are  of  an 
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alien  race.  It  is  only  too  evident  that  if  we  are  to 
defend  ourselves  from  treason  we  have  to  prepare 
for  ourselves  another  Ireland  in  Egypt,  more 
dangerous  to  keep  and  more  dangerous  to  let  go 
than  the  one  we  already  have.  If  we  let  ourselves 
drift  into  the  odious  position  of  the  oppressors  of 
Egyptian  nationaUty  we  create  serious  troubles  in 
the  future.  There  is  only  one  way  out  of  it,  namely, 
by  adopting  a  definite  and  intelligible  policy  in 
Egypt,  one  worthy  of  our  nation,  favourable  to  our 
interests,  acceptable  to  the  other  great  powers,  and 
gratifying  to  the  patriotic  aspirations  and  the  long- 
ing for  prosperity  among  the  inhabitants. 

Such  a  policy  might  at  first  sight  seem  to  belong 
to  the  region  of  unrealisable  dreams,  but  if  the 
Egyptian  Question  is  studied  in  its  most  important 
aspect,  viz.  the  economic  aspect,  it  will  cease  to 
appear  incapable  of  such  a  solution.  Instead  of 
having  to  deal  with  a  number  of  conflicting  interests, 
we  shall  find  that  all  who  are  concerned  in  the 
Egyptian  Question,  except  perhaps  certain  French 
chauvinists,  aspire  to  the  same  thing,  and  that  the 
differences  arise  simply  out  of  the  means  by  which 
the  common  object  is  to  be  realised.     We  come 
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very  near  the  truth  when  we  describe  this  common 
object  as  the  prosperity  of  Egypt, 

There  never  was  and  nowadays  there  certainly 
exists  nowhere  any  national  aspirations  which  are 
not  based  on  a  desire  and  hope  for  increased  pro- 
sperity. It  is  evident  to  all  accurate  observers  of 
modern  events,  that  the  leaders  of  movements  in 
favour  of  national  autonomy  derive  their  chief 
strength  from  the  existing  discontent,  the  prevail- 
ing economic  misery,  the  inevitable  consequences 
of  maladministration. 

A  revival  of  prosperity  in  Egypt  and  the  sur- 
rounding territories  would  satisfy  every  class  and 
every  race  in  those  countries.  All  orientals  are 
naturally  keen  business  people,  and  even  the  fierce 
Arab  warriors,  were  it  open  to  them  to  acquire 
through  legitimate  trade  and  commerce  the  wealth 
which  they  now  try  to  gain  by  force  of  arms  and 
slave  hunting,  would  prove,  as  they  have  done 
before,  that  under  suitable  government  they  can 
excel  in  the  arts  of  peace. 

Prosperity  would  make  the  payment  of  the 
Egyptian  debts  easy,  and  enable  the  country  to 
balance  its  budget  with  light  taxation  only. 

In  presiding  at  the  return  of  prosperous  times 
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ill  Egypt,  England  could  easily  retain  its  protec- 
torate without  keeping  a  single  soldier  there  and 
without  any  considerable  expense.  We  should 
have  all  the  advantages  of  annexation,  without  the 
dangers,  expenses,  animosities,  jealousies,  and  re- 
sponsibilities which  it  involves. 

Prosperity  in  Egypt  would  benefit  our  industry, 
our  trade,  our  shipping,  and  secure  us  the  assist- 
ance of  the  natives  in  upholding  national  freedom 
and  good  government,  which  would  constitute  the 
best  guarantee  for  the  protection  of  the  Canal. 

Prosperity  is  impossible  without  Free  Trade,  and 
both  combined  would  make  Egypt  and  the  surround- 
ing parts  of  Africa  a  great  market  not  only  for 
English  wares  but  for  the  products  of  other  Euro- 
pean nations ;  and  if  English  influence  in  Egypt 
resulted  in  a  large  and  free  import  of  German, 
French,  and  Italian  goods,  popular  opinion  in  those 
countries  would  support  the  English  policy. 

All  this  is  undeniable,  but  the  important  ques- 
tion arises.  Can  such  a  state  of  prosperity  be 
brought  about,  and  can  it  be  done  so  promptly  as 
to  produce  the  desired  results  early  enough  for 
practical  political  purposes  ? 

That  Egypt  is  capable  of  an  almost  incredibly 
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high  state  of  prosperity  is  proved  by  undeniable 
historical  evidence.  Sceptics,  who  are  always  apt 
to  disbelieve  the  records  of  the  almost  fabulous 
productive  powers  of  ancient  nations,  must  remain 
silent  in  the  presence  of  such  witnesses  as  the 
Pyramids  and  other  gigantic  monuments,  the  ruins 
of  which  now  amaze  us.  These  monuments  were, 
so  to  say,  the  outcome  of  surplus  productiveness, 
for  most  of  them  were  constructed,  not  for  use- 
ful productive  purposes,  but  almost  entirely  in 
gratification  of  sentiment.  Pyramids  and  temples 
were  built,  tombs  excavated,  obelisks  and  sphinxes 
were  erected,  only  after  the  irrigation  canals,  roads, 
ports,  bazaars,  and  dwellings  were  constructed. 

The  whole  country  was  in  a  high  state  of  cul- 
tivation, teeming  millions  were  supplied  and  large 
quantities  of  corn  were  exported  before  the  dead 
became  the  object  of  that  vast  expenditure  of 
capital  and  labour  of  which  the  mummies  and  the 
tombs  bear  witness.  No  doubt  the  productive 
power  of  Egypt  in  olden  times  and  during  many 
centuries  was  then  enormous,  and  the  prosperity 
of  the  ancient  Egyptians,  regarded  as  a  nation,  far 
beyond  that  of  any  modern  state. 

In  Egypt  then  our  task  should  be  easy   and 
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our  endeavours  unfailing.  We  have  simply  to 
accomplish  what  has  been  accomplished  before, 
and  this  without  the  enormous  facilities  which 
we  now  possess.  The  ancient  Egyptians  had  not 
the  perfect  machines  nor  the  scientific  knowledge 
which  render  modern  undertakings  and  modern 
production  of  w^ealth  so  easy  and  so  sure. 

So  far  the  methods  we  have  employed  in  Egypt 
are  inadequate.  For  many  years  we  have  had  our 
own  way,  and  though  some  progress  is  perceptible, 
so  small  is  it  that  if  the  ancient  prosperity  is  to 
be  emulated  at  our  present  rate  of  progress,  our 
occupation  will  have  to  last  thousands  of  years. 
Moreover,  it  is  manifest  that  we  are  following  in 
that  country  the  same  programme  which  has  been 
followed  in  India,  and  that  all  European  mistakes 
and  fallacies  are  gradually  taking  root  and  pro- 
ducing the  same  bad  result  they  have  produced  in 
Europe,  in  the  United  States,  and  many  of  our 
Colonies.  If  we  do  not  change  our  2)i"ogramme 
in  Egypt  we  shall,  therefore,  never  arrive  at  that 
state  of  prosperity  which  is  required  to  bring  con- 
tentment to  the  masses,  and  which  has  here  been 
pointed  out  as  the  true  solution  of  the  Egyptian 
problem.     Instead  of  producing  the  prosperity  of 
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tlie  ancient  Egyptians,  we  are  busy  producing  that 
of  modern  Ireland. 

If  we  are  to  restore  the  grand  past  of  Egypt 
we  must  first  cease  to  ram  our  heads  against  the 
granite  rock  of  PoHtical  Economy.  We  must,  on 
the  contrary,  inquire  in  virtue  of  what  economic 
laws  the  ancient  prosperity  developed,  and  then 
strive  to  give  the  same  laws  free  play  again. 

Before  we  enter  upon  this  inquiry  let  us  first 
free  our  minds  of  the  bias  which  has  been  produced 
by  the  explanation  repeatedly  given  by  historians 
of  the  decay  of  the  ancient  Empires  in  general  and 
Egypt  in  particular.  Their  opinion  is  that  the 
Empires,  and  their  systems  of  civilisation,  have 
crumbled  because  the  people  have  degenerated. 
According  to  many  historical  authorities  the  race 
which  worked  such  wonders  in  Egyj^t  was  vastly 
superior  to  the  present  FeUaheens. 

This  belief  in  the  helpless  inferiority  of  the  bulk 
of  the  population  of  Egypt  is  one  of  the  errors 
which  the  battle  of  Toski  has  scattered  to  the 
winds.  The  FeUaheens  fought  splendidly  against 
men  who  always  enjoyed  a  reputation  for  fierce 
courage,  and  whose  very  appearance  was  at  one 
time  a  cause  of  terror  along  the^Nile.     What  has 
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then  become  of  the  theory  of  race  mferiority? 
Has  a  few  months'  drill  counteracted  thousands  of 
years  of  decay,  corruption,  and  degradation  ?  The 
theory  of  the  degenerated  state  of  the  population 
must  be  dismissed,  for  we  have  now  the  most  con- 
clusive proof  that  it  is  the  system  which  has  been 
bad  all  these  centuries,  not  the  people. 

When  history  comes  to  be  rewritten  in  the  light 
of  modern  Political  Economy,  it  will  be  generally 
understood  that  it  was  not  the  degradation  of  the 
people,  but  on  the  contrary  their  moral  and  intel- 
lectual development,  which  caused  the  downfall  of 
the  ancient  systems.  This  will  be  made  clear  by 
the  following  short  reiteration  of  the  economic  ex- 
planation of  the  formation  and  downfall  of  ancient 
Empires. 

All  wealth  is  the  product  of  labour.  Division 
or  organisation  of  labour  determines  its  productive- 
ness. Without  division  of  labour,  or  organisation, 
human  efforts  produce  but  small  results  ;  but,  under 
a  well-developed  system  of  division  of  labour,  small 
efforts  may  produce  enormous  results.  The  great 
production  of  wealth  which  characterised  ancient 
Egypt  compels  us  to  conclude  that  division  of 
labour  existed  in  that  country  in  a  very  complete 
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state,  and  the  records  prove  such  to  have  been  the 
case.  The  country  was  like  an  enormous  beehive, 
every  individual  having  his  appointed  place  and 
allotted  share  in  the  economic  life  of  the  people. 
Little  time  and  little  work  were  wasted,  and  the 
best  methods  available  at  the  period  were  em- 
ployed. 

To  bring  about  a  state  of  prosperity  equal  to 
that  of  ancient  Egypt  we  must,  then,  establish  a 
division  of  labour  as  complete  and  as  effective  as 
that  which  functioned  under  the  Pharaohs.  We 
must  have  as  powerful  a  motive  for  work,  as  large 
a  supply  of  raw  materials  and  instruments,  as  good 
a  selection  of  leaders,  as  clever  a  distribution  of 
special  functions  (according  to  abilities),  as  wise  a 
selection  of  products  to  be  produced,  as  careful  an 
accumulation  of  capital,  as  stern  a  discipline  in  all 
ranks,  and  a  life  as  frugal  amongst  the  workers. 

The  idea  of  exactly  copying  the  ancient 
mechanism  is  out  of  the  question.  It  would  not 
be  possible ;  and  if  it  were  so,  it  would  not  be  de- 
sirable, for  the  system  would,  in  our  modern  times, 
when  life  is  >so  intense  and  changes  are  so  rapid, 
soon  meet  with  the  same  fate  it  met  with  before, 
namely,  collapse    from    inherent    defects.        The 
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organisation  of  all  the  ancient  Empires  was  based 
on  and  characterised  throughout  by  compulsion. 
Political  Economy,  demonstrating  the  enormous 
advantages  of  co-operation  through  free  exchanges, 
was  unknown.  The  whole  organisation  was  almost 
entirely  on  the  principle  of  Domestic  or  Patriarchal 
Economy.  The  tribe  was  an  overgrown  family, 
the  state  an  overgrown  tribe.  A  central  will  pre- 
sided over  the  whole. 

Powerful  monarchs,  determined  dynasties, 
superior  castes,  and  strong-minded,  cunning  priests 
organised  the  labour  in  their  own  interest,  and 
kept  the  people  in  bondage  by  military  power  or 
superstition.  Fear  of  punishment  was  the  great 
motive  for  work ;  the  des2:)0ts  or  slave-owners 
supplied  the  raw  materials  and  the  instruments  ; 
tlie  accumulation  of  capital  was  in  the  hands  of 
the  State  or  the  government  classes ;  the  discipline 
was  that  of  slavery,  and  frugality  was  forcibly 
imposed  on  the  workers  but  not  practised  by  the 
governing  classes. 

Such  an  organisation  was  only  possible  when 
the  bulk  of  the  people  were  in  a  very  low  moral 
condition — when  they  had  not  enough  moral 
courage  to  defy  their  oppressors,  when  they  were 
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too  ignorant  and  helpless  to  combine  ;  too  weak- 
minded  to  throw  off  superstition.  When,  in  ancient 
Empires,  the  accumulation  of  wealth  in  the  hands 
of  the  upper  classes  and  the  craving  for  pleasure 
and  enjoyment  had  fostered  among  the  people  skill, 
art,  and  knowledge ;  when  favouritism  and  lavish- 
ness  had  formed  the  beginning  of  a  middle  class ; 
when  at  last  opposing  political  factions  and  court 
intriguers  began  to  appeal  to  the  progressing 
masses, — the  old  system  began  to  totter. 

The  toilers  began  to  chafe  under  oppression, 
and  had  to  be  reckoned  with.  The  advantages  they 
secured  for  themselves  gave  them  more  strength, 
and  when  they  had  risen  enough  to  make  slavery 
impossible,  the  whole  system  crumbled.  If  this  is 
according  to  facts,  the  theory  that  the  downfall 
of  ancient  Empires  was  caused  by  demoralisation 
must  be  rejected,  for  (as  has  already  been  said) 
the  very  contrary  was  the  fact — the  moral  eleva- 
tion of  the  people  made  a  system  based  on  slavery 
halting,  unreliable,  and  often  impossible. 

While,  then,  we  should  aim  at  the  most  perfect 
division  of  labour,  more  thorough  even  (if  possible) 
than  that  of  ancient  Egypt,  we  must  accomplish  it 
by  other  means  than  the  ancient  ones. 
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The  only  alternative  for  the  economic  system 
of  the  ancient  Empire — that  is  to  say,  Domestic 
or  Patriarchal  Economy — is  a  system  of  Political 
Economy  the  characteristics  of  which  are  individual 
freedom  and  private  property.  The  question  con- 
sequently resolves  itself  into  this  :  Can  so  complete 
a  division  of  labour,  as  that  of  ancient  Egypt,  be 
attained  under  an  individualistic  system? 

The  individualistic  system  has  proved  itself 
capable  of  stimulating  production,  invention,  and 
scientific  researches,  enterprise,  daring,  and  personal 
abilities  to  an  extent  which  may  fairly  be  said  to 
outshine  the  patriarchal  one,  or  (to  call  it  by  its 
modern  name)  the  socialistic  system.  Even  when 
the  two  systems  are  compared  in  detail — as  we 
have  done  in  previous  chapters — the  palm  must 
be  given  to  the  individualistic  system,  because  it 
has  been  practically  proved  over  and  over  again 
that  free  labour  is  more  profitable  to  the  employer 
than  slave  labour. 

But  at  the  same  time  the  individualistic  system, 
so  far  only  fragmentarily  tried  by  modern  States, 
has  been  credited  with  social  and  economic  evils 
of  so  exasperating  a  character  that  a  very  large 
proportion   of  the   working   classes,  and   sincere 
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philanthropists  throughout  the  civihsed  world,  are 
ready  to  give  it  up  and  go  back  to  the  socialistic 
system,  with  all  its  compulsion,  individual  slavery 
under  government,  and  a  thousand  other  horrors. 

We  also  know  that  for  years  (and  especially 
lately,  during  the  English  occupation)  the  Euro- 
pean individualistic  system  is  supposed  to  have 
prevailed  in  Egypt,  and  that  so  far  it  has  fallen 
fearfully  behind  the  ancient  socialistic  system  as 
far  as  productiveness  is  concerned.  If,  therefore, 
a  somewhat  complete  division  of  labour  has  to  be 
achieved  in  Egypt  by  the  individualistic  system, 
the  system  must  be  purged  of  those  defects  which 
produce  the  many  evils  so  evident  there  and  else- 
where. 

We  have  already  shown  that  the  prohibition  of 
Free  Banking  places  enormous  obstacles  in  the  way 
of  the  extension  of  division  of  labour,  and  that 
nowhere  in  the  world  has  it  been  permitted  to  fulfil 
the  organising  mission  of  which  it  is  capable ;  we 
have  seen  how  Free  Trade  in  Capital  rapidly  in- 
creases wealth  and  causes  the  supply  of  credit  and 
of  mediums  of  exchange  to  regulate  itself  accord- 
ing to  such  demand  as  is  favourable  to  prosperity 
and   successful  production,  while   it  supplies   the 
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most  effective  checks  on  abuses  of  every  descrip- 
tion. 

If  we  compare  that  free  system  of  division  of 
labour  which  is  a  natural  outcome  of  Free  Trade  in 
Capital,  we  find  not  only  that  it  supplies  all  the 
factors  for  the  production  of  prosperity  which  the 
socialistic  system  supplied  in  ancient  Egypt,  but 
that  each  of  the  factors  in  the  free  system  exceeds 
in  potency  the  corresponding  factor  in  the  ancient 
system. 

Instead  of  the  fear  of  punishment  as  the  motive 
for  work  we  should  have  the  desire  for  success, 
the  hope  of  prosperity  which  has  carried  personal 
exertions  to  such  a  pitch  in  modern  times  ;  raw 
materials  and  instruments  &c.  would  be  supplied 
l)y  competition  between  the  whole  world  instead 
of  being  provided  by  government  officials;  the 
accumulation  of  capital  would  go  on,  not  in  the 
hands  of  a  privileged  squandering  class,  but  in  the 
hands  of  every  individual,  and  would  to  a  very 
great  extent  l)e  applied  to  new  production.  The 
discipline  would  be  that  of  our  factories  or  farms 
instead  of  slavery  ;  the  selection  of  leaders  would 
not  depend  on  the  caprice  of  a  ruler,  but  would 
be  the  result  of  a  natural  selection  of  the  fittest ; 


400  FREE  TRADE   IN   CAPITAL 

distribution  of  work  and  selection  of  products  to 
be  produced  would  depend  not  on  the  requirements 
of  the  governing  classes  but  on  the  workers  them- 
selves, who  best  know  their  abilities  and  aptitudes  ; 
frugality  would  not  be  compulsory  but  voluntary, 
and  actuated  by  highly  stimulated  thrift. 

There  can  therefore  be  no  doubt  that  the 
system  of  free  division  of  labour  would,  wherever 
introduced,  produce  a  prosperity  far  exceeding 
that  of  the  ancient  compulsory  systems. 

We  have  now  to  inquire  whether  Free  Banking 
is  possible  in  Egypt,  and  whether  it  would  there 
supply  such  a  division  of  labour  as  we  have  here 
described. 

The  moment  it  is  clearly  understood  that 
banking,  including  note-issuing,  is  perfectly  free 
in  Egypt,  there  will  be  plenty  of  individuals  and 
companies  willing  and  eager  to  undertake  the 
business.  Mistakes  might  occur ;  but  with  the 
knowledge  now  available  respecting  the  economic 
theories  of  note-issuing,  it  is  almost  certain  that 
there  would  be  far  fewer  mistakes  in  Egypt  than 
there  were  in  Scotland,  where  experience  alone, 
unexplained  by  theories,  presided  over  the  develop- 
ment of  the  banking  system.    Whatever  error  how- 
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ever  might  be  committed,  the  consequences  would 
certainly  fall  on  the  banks  and  not  on  the  public, 
for  the  system  involves,  as  we  have  seen,  a  trusting 
of  the  public  with  the  funds  of  the  bank,  and  not, 
as  our  present  system  does,  a  trusting  of  the  banks 
with  the  funds  of  the  public. 

It  may  therefore  be  taken  for  granted  that  there 
would  be  plenty  of  people  willing  to  start  banks, 
and  that  they  would  possess  sufficient  knowledge 
and  capital  to  do  so  successfully.  But  most  people 
would  probably  object  that  the  Egyptians  are  not 
suitable  customers  for  banks.  This  would  be  true 
if  by  the  word  banks  we  meant  English  banks  of 
the  ordinary  type. 

But  needless  to  say  we  do  not  refer  to  such 
banks,  but  those  similar  to  the  small  bank  branches 
in  Scotland.  We  know  that  the  chief  condition 
for  the  success  of  these,  was  that  the  district  should 
be  poor — too  poor  to  allow  the  customers  of  the 
bank  to  become  depositors  using  cheques  as  their 
chief  medium  of  exchange,  and  poor  enough  to 
present  a  demand  for  cash-credits,  and  the  corre- 
sponding mediums  of  exchange,  bank-notes.  This 
condition  Egypt  fulfils  to  perfection. 

As  to  the  ability  of  the  Egyptians  to  make  a 
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proper  use  of  banks,  notes,  and  credits,  it  will  pro- 
bably not  be  denied  that  they  are  as  capable  in 
this  respect  as  the  Scotch  people  were  in  the  seven- 
teenth century.  We  must  remember  that  the 
fearful  misgovernment  of  Egypt  has  for  centuries 
deprived  the  people  of  all  opportunities  of  display- 
ing their  business  capabilities,  and  that  when  they 
are  given  a  fair  chance  to  do  so,  they  might  prove 
themselves  as  good  cash-credit  holders  as  they 
have  proved  themselves  soldiers.  We  have  already 
mentioned  that  orientals  are  naturally  good  busi- 
ness people.  The  Jews  prove  it  every  day  ;  Arabs 
and  Moors  have  at  more  than  one  period  shown 
themselves  to  be  keen  financiers  and  intelligent 
traders.  A  very  large  trade  is  nowadays  carried 
on  in  Africa,  under  the  most  difficult  circum- 
stances, by  the  same  race.  It  is  true  that  most  of 
the  enterprising  African  traders  are  not  Egyptians, 
but  the  Egyptians  have  not  had  the  same  oppor- 
tunity nor  the  same  inducement  as  the  Arabs. 
Good  opportunities  and  powerful  inducements  will 
certainly  influence  the  development  of  the  people's 
character. 

The  first  and  most  necessary  qualification  no 
one  will  deny  them,  namely,  the  love  of  gain.  But 
the  honesty?     In  Egypt,  like  everywhere  in  the 


THE   EGYPTIAN    QUESTION  403 

East,  large  transactions  are  entered  upon  on  the 
system  of  long  credit,  which  proves  that  commer- 
cial honesty  exists.  Anyhow  it  will  be  granted 
that  when  honesty  becomes  more  profitable  than 
dishonesty,  as  is  the  case  under  a  free  system  of 
banking,  most  keen-witted  people  will  turn  honest. 
Besides,  if,  to  begin  with,  Egypt  should  not  possess 
sufficient  able  and  honest  people  to  assume  the 
function  of  employers  of  labour,  other  nationalities 
would  willingly  supply  this  want. 

Even  if,  for  the  sake  of  argument,  we  suppose 
that  the  Egyptians  are  incapable  of  developing 
into  employers  of  labour,  this  would  in  no  way 
prevent  the  Free  Banking  system  from  succeeding 
in  Egypt.  And  the  Egyptians,  as  mere  labourers 
with  high  wages  and  low  cost  of  living,  would 
certainly  be  contented,  because  the  want  of  ability 
to  attain  to  a  higher  position  in  face  of  the  greatest 
facilities,  necessarily  implies  the  absence  of  a  desire 
for  such  positions. 

It  must  therefore  be  conceded  that  when  bank- 
ing is  free  in  Egypt,  banks  will  be  established 
wherever  there  are  to  be  found  people  willing  to 
work,  willing  to  accumulate,  willing  to  spend  and 
to  enjoy — that  is  to  say  everywhere.     The  country 
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has  already  proved  its  capacity  for  production. 
There  is  a  pretty  general  belief  that  railways, 
canals,  and  irrigation  works  are  apt  to  produce 
prosperity,  but  it  may  be  laid  down  as  an  absolute 
certainty  that  prosperity  in  Egypt  would  produce 
railways,  canals,  and  irrigation  works. 

It  is  then  no  exaggeration  to  say  that  when  we 
have  introduced  Free  Banking  into  Egypt  we  shall 
have  established  a  free  system  of  division  of  labour 
which  will  present  all  the  advantages  of  the  ancient 
compulsory  system  plus  all  the  advantages  of  our 
modern  civilisation,  without  the  disadvantages  of 
either. 

The  results  will  be  enormous  progress,  unprece- 
dented prosperity,  advancement  of  the  sciences  and 
arts,  spread  of  education  and  refinement,  elevation 
in  religion,  and  a  gigantic  trade  with  England. 

The  Egyptians  themselves  would  be  anxious  to 
maintain  what  England  would  have  created,  and  as 
an  immense  prosperity  would  have  resulted  from 
English  influence,  this  would  remain  paramount. 
The  large  market  the  French  would  find  in  Egypt 
and  the  absence  of  English  military  display  in  that 
country  would  satisfy  France,  even  if  England  by 
treaties  and  guarantees  maintained  the  protection 
of  the  Canal. 
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CHAPTEE  XXII 

PEACTICAL   IMPERIALISM 

The  idea  of  an  Empire  like  our  own,  on  which  the 
sun  never  sets,  welded  together  into  one  vast  body 
politic,  is  one  of  those  dazzling  visions  over  which 
the  imaginative  love  to  muse,  but  which  the  practical 
are  slow  to  regard  as  destined  to  be  realised.  Our 
age  has  produced  practical  statesmen  who,  in  order 
no  doubt  to  be  practical,  have  set  aside  all  thought 
of  consolidating  the  Empire,  who  have  even  striven 
to  ignore  and  caused  the  English  voter  to  ignore 
the  very  existence  of  a  British  Empire,  and  to  con- 
centrate all  their  attention  on  these  islands. 

It  would  not  be  fair  to  explain  this  exclusive 
home  policy  by  a  cynical  allusion  to  the  non-exis- 
tence of  voters  outside  Great  Britain  and  Ireland. 

To  many  popular  favourites  the  consolidation 
of  the  Empire  seemed  synonymous  with  an  inter- 
ference with  the  liberties  of  our  Colonies.     In  their 
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belief,  political  reforms,  the  extension  of  the  Parlia- 
mentary franchise  to  the  lowest  strata,  were  the 
means  to  prosperity.  They  were  only  consistent  with 
their  Home  programme  when  they  left  the  Colonies 
to  their  own  devices,  and  even  hinted  that  England 
could  dispense  with  them.  The  extensions  of  the 
franchise  however  served  to  encourage  this  attitude 
among  politicians  in  general,  for  as  the  balance  of 
the  voting  power  lapsed  into  the  hands  of  those 
classes  who  knew  little  or  nothing  of  our  Colonial 
Empire,  questions  of  wider  Imperial  interest  were 
thrust  further  into  the  background. 

Still,  despite  the  indifference  of  the  masses  to 
broader  Imperial  questions,  despite  the  necessity 
to  heed  public  opinion,  there  were  and  there  are 
in  this  country  plenty  of  politicians  well  aware  of 
the  importance  of  maintaining,  and  if  possible  of 
consolidating,  the  Empire. 

There  are  so  many  powerful  reasons  in  favour 
of  a  closer  union  of  the  various  parts  of  the  Empire, 
that  indifference  on  the  part  of  any  English  states- 
men would  be  difficult  to  realise  were  it  not  for 
their  modern  State-socialistic  bias.  We  have 
planted  English  culture,  English  homes  in  the  Colo- 
nies.    The  vast  communities  which  now  grow  up 
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there  are  English  in  their  feehngs,  their  views,  their 
customs  ;  and  in  maintaining  a  close  relation  with 
them  we  broaden  our  national  life,  we  perpetuate 
English  institutions,  English  ideas,  and  English  love 
of  liberty  ;  we  create  a  world-wide  sympathy  with 
English  aspirations  and  a  response  to  English  im- 
pulse in  every  quarter  of  the  globe. 

So  long  as  nothing  severs  England  from  the 
Colonies  or  the  Colonies  from  each  other,  the 
English  have  for  their  literature,  science,  and  art 
a  wider  field  than  any  other  nation.  A  pohtical  and 
military  union  between  such  large  communities,  in 
possession  of  resources  so  vast,  would  with  but  little 
military  display  and  at  an  insignificant  cost,  com- 
mand the  respect  of  the  world.  The  British  Islands 
and  British  dependencies  supplement  each  other  in 
a  most  wonderful  way,  and,  for  the  purposes  of 
thorough  co-operation,  they  could  not  possibly  be 
better  situated  in  relation  to  each  other.  Those 
of  our  dependencies  which  are  populous  countries 
are,  with  respect  to  climate  and  products,  the  oppo- 
sites  of  our  own  country.  While  they  easily 
produce  necessaries  and  luxuries  of  which  we 
stand  in  great  need,  we  in  our  turn  supply  them 
with  such  goods  as  they  cannot  produce,  or  that  it 
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does  not  pay  them  to  produce.  On  the  other  hand, 
those  Colonies  which  present  a  similar  climate  and 
similar  products  to  those  of  our  own  country  are 
not  populated,  but  offer,  if  necessary,  homesteads 
for  a  hundred  times  the  population  of  Great  Britain 
and  Ireland.  It  would  therefore  be  difficult  to 
over-estimate  the  economic,  commercial,  industrial, 
and  maritime  advantages  which  the  Empire  would 
present  to  each  of  its  component  parts,  provided 
of  course  that  government  placed  no  barriers  in 
the  way  of  free  co-operation. 

It  has  been  said  that  if  our  Colonies  separate 
from  the  Empire  and  establish  perfectly  indepen- 
dent governments,  the  fact  that  they  would  be 
civilised  States  with  English  culture  would  be 
enough  to  secure  for  England  both  their  sympathy 
and  their  co-operation.  No  doubt  we  should  re- 
tain some  of  their  sympathy,  some  of  their  co- 
operation, but  what  we  should  lose  and  what  they 
would  lose  can  best  be  seen  by  a  glance  at  the 
United  States. 

Under  the  influence  of  the  fallacious  socialistic 
notions  and  the  crass  ignorance  of  the  simplest 
truths  of  Political  Economy  now  prevalent,  a  com- 
plete   severance   from    England  would,  in   many 
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Colonies,  mean  party  strife,  class  tyranny,  political 
upheavals,  and  a  destruction  of  prosperity  by 
excessive  State  interference.  Complete  severance 
might  easily  cause  the  first  dispute  to  develop 
into  threats  of  war  and  even  war,  create  national 
jealousies,  and  change  brotherly  co-operation  into 
competition  to  the  knife.  Absence  of  political 
influence  would  make  us  despair  of  our  moral 
influence,  and  when  a  good  reform  was  passed 
in  England  we  should  not  have  the  power  to 
accelerate  its  adoi)tion  in  the  disintegrated 
Colonies. 

When,  for  example,  Free  Trade  in  Capital  has 
been  introduced  into  England,  it  will  at  once  be 
adopted  by  all  our  Colonies,  especially  by  the 
free-trading  ones ;  but  the  capitalists  who  now 
ride  rough-shod  over  the  American  people  will 
certainly  prevent  its  adoption  there  in  the  same 
way  as  they  have  blocked  the  way  for  Free  Trade. 

Moreover,  the  moral  and  intellectual  sympathies 
which  spring  up  between  people  who  take  counsel 
together  on  common  interests  exercise  a  far  wider 
influence  over  material  affairs  than  is  imagined,  and 
in  ways  that  cannot  easily  be  traced  in  detail. 

The  bonds  which  at  present  link  the  Colonies 
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and  the  mother  country  are  bonds  of  sentiment 
alone.  It  is  a  theory  with  many  statesmen  that 
these  are  the  only  bonds  possible.  The  loss  of  our 
American  Colonies  seems  to  have  impressed  the 
English  people  most  deeply,  and  to  have  convinced 
them  that  any  practical  attempt  to  bring  about 
greater  harmony  between  the  various  parts  of  the 
Empire  would  be  resented  by  our  greatest  Colonies 
as  an  encroachment  on  their  liberties,  and  would 
lead  to  separation.  It  has  been  more  than  once 
contended  that,  by  severing  the  administrative  and 
legislative  bonds,  we  knit  the  Empire  closer  together 
because  we  strengthen  the  bonds  of  sentiment. 
The  political  freedom  enjoyed  by  the  Colonies  as 
constituent  parts  of  the  Empire  has  been  represented 
as  the  greatest  possible  inducemeiit  we  could  hold 
out  to  colonists  for  remaining  British  citizens. 

Owing  to  the  prevalence  of  such  views,  the 
relations  between  England  and  the  Colonies,  as  well 
as  between  the  Colonies  themselves,  are  regulated 
by  a  mass  of  vague  enactments,  haphazard  clauses, 
and  unrecorded  understandings,  based  on  no  system, 
no  general  principle,  except  that  of  expediency. 

'  To  leave  well  alone,'  is  a  good  proverb,  but 
it   is    not   applicable   to   our   relations   with   the 
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Colonies.  It  is  not  well  tliat  some  of  our  greatest 
Colonies  should  curtail  tlieir  trade  with  us  throus^h 
Protection  duties,  that  they  should  mismanage 
their  Economy  and  their  finances  so  as  to  hamper 
emigration  from  Great  Britain  and  Ireland,  leave 
undeveloped  most  of  their  immense  natural  re- 
sources, and  plunge  into  useless  indebtedness. 
The  tyranny  of  the  capitalist  over  the  working 
classes  which  is  growing  apace  in  some  of  our 
Colonies,  the  socialistic  tendencies  which  show 
themselves  in  others,  bode  no  good  for  the  Empire. 

The  economic  advantages  which  the  English, 
as  a  nation  and  a  race,  derive  from  their  Colonies 
are  a  mere  fraction  of  whaf  they  ought  to  be. 
England  annexes  extensive  territories,  where  owner- 
ship of  soil  is  unknown,  where  the  population  con- 
sists of  a  few  savage  tribes,  but  where  there  is 
fabulous  wealth  in  the  form  of  fertile  soil,  forests, 
and  minerals ;  the  English  government  administer 
and  defend  these  territories  at  much  expense  and 
sometimes  with  loss  of  life,  and  the  English  nation 
is  de  facto  owner  of  the  new  land. 

But  how  much  do  these  annexations  benefit 
the  English  people  ?  Wliat  becomes  of  the  fabu- 
lous   wealth   they  contain  ?     Does   it,  or  even   a 
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fraction  of  it,  contribute  to  the  payment  of  our 
military  expenses  ?  Or  to  pay  off  the  National 
Debt  ?  Or  to  lessen  our  taxation  ?  Does  the  pos- 
session of  these  earthly  paradises  by  the  English 
allow  them  to  secure  healthy  homes  and-flourish- 
ing  homesteads  for  our  underpaid  farm-labourers, 
breathing-room  for  the  pale  and  starving  denizens 
of  our  overcrowded  cities  ? 

Nothing  of  the  sort.  The  enormous  wealth 
which  the  new  country  represents  is  lost  to  the 
English  people.  So  soon  as  England  has  established 
security  to  life  and  property,  the  stream  of  emigrants 
sets  in,  not  from  our  back  slums  and  agricultural 
districts,  but  from  every  country  in  the  world. 
Adventurers  and  desperadoes  lead  the  way ;  pro- 
spectors and  capitalists  follow.  The  land  is  grabbed 
by  company-promoters,  trusts,  financiers,  and  spe- 
culators of  all  descriptions  by  hundreds  of  millions 
of  acres.  The  British  government  parts  with  its 
rights  for  a  mere  song,  for  barely  enough  where- 
with to  pay  its  local  officials ;  and  when  the 
country  begins  to  yield  up  its  treasures  in  products, 
gold  and  other  metals,  the  share  of  the  profits 
which  falls  to  the  English  people  is  small  indeed. 

When  the  population  has  somewhat  increased, 


PEACTICAL  IMPEEIALISM  413 

the  leading  men  of  the  colony  form  themselves  into 
a  State,  and  territories,  too  vast  to  be  appropriated 
by  private  individuals,  are  secured  as  the  property 
of  the  new  government,  to  pass  eventually  into 
private  hands.  In  this  way  wealth,  to  the  extent 
of  milliards  of  pounds  sterling,  has  been  flung  away 
by  the  English  Parliament. 

In  the  new  territories  of  the  United  States  plots 
of  land  are  reserved  for  school  purposes,  and 
though  these  plots  are  small  compared  with  the 
land  that  is  sold  or  given  away,  they  generally 
more  than  suffice  to  cover  all  school  expenses  :  be- 
cause, as  the  population  increases,  the  value  of  the 
school  lands  increases  in  proportion.  Had  the 
British  Parliament  proceeded  on  the  same  prin- 
ciple in  our  Colonies,  and  reserved  for  government 
purposes  a  small  percentage  of  the  new  land  in  dis- 
tricts most  likely  to  develop,  the  National  Debt 
might  have  been  paid  long  ago,  and  all  our  army 
and  navy  expenses  could  have  been  withdrawn 
from  the  budget  for  ever. 

That  our  financiers  should  have  overlooked  such 
immense  sources  of  revenue  is  amazing  indeed. 
Such  neglect  of  our  colonial  resources  may,  how- 
ever, to  a  certain  extent,  be  explained.     English 
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Cabinet  Ministers  hold  power  by  virtue  of  their 
popularity,  and  among  those  who  for  the  most  part 
sway  pubhc  opinion,  manufacturers,  merchants, 
ship-owners,  figure  conspicuously.  To  them  the 
indirect  results  of  our  colonial  policy  are  of  more 
importance  than  the  direct  ones.  Eeduction  in 
taxation,  and  the  National  Debt  &c.,  interest  them 
but  little.  What  they  want  is  extended  trade. 
To  arrive  at  as  large  a  business  as  possible  they 
naturally  wish  the  government  to  leave  everything 
open  in  the  Colonies,  and  would  probably  resent 
any  reserve  or  any  restriction  on  the  exploitation 
of  the  natural  resources  of  new  possessions.  A 
shopkeeper  policy  has  thus  got  the  better  of  state- 
craft. 

Our  financiers  have  no  doubt  also  been  in- 
fluenced by  a  fear  that  by  making  any  colonial 
interest,  however  small,  subservient  to  purely 
English  interests,  they  would  fan  the  spirit  of  inde- 
pendence and  precipitate  separation.  How  far  such 
fears  are  justified,  and  whether  the  apprehended 
danger  can  be  averted  by  tact  and  good  manage- 
ment, we  shall  not  investigate  here.  But  let  it  be 
remembered   that   all   such   apprehensions  gather 
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their  strength  from  want  of  close  cohesion  in  the 
Empire. 

To  strengthen  this  cohesion  is  Practical  Im- 
periahsm. 

The  bonds  of  sentiment  are  indispensable  to  a 
closer  union,  and  we  are  to  be  congratulated  upon 
their  existence.  But  to  form  one  compact  Empire 
these  bonds  must  be  strengthened  by  the  bonds 
of  interest.  To  render  every  part  of  the  Empire 
more  prosperous,  more  secure,  happier,  and  more 
powerful,  through  a  closer  union,  is  the  only 
practical  way  of  solving  the  Imperial  problem. 

That  the  solution  of  the  problem  should  be 
sought  for  in  purely  pohtical  and  administrative 
reforms,  is  in  keeping  with  the  protective  spirit 
which  has  invaded  this  country.  To  excogitate 
constitutions,  to  plan  parliaments,  councils,  senates, 
— is  not  to  establish  the  wished-for  unity.  These 
are  but  the  outside  trappings,  and  could  be  varied 
ad  infinitum.  When  we  have  created  a  desire, 
based  on  reason,  among  the  majority  of  Enghsh 
subjects  here  and  in  the  Colonies,  for  a  united 
Empire,  then,  and  then  only,  have  we  solved  the 
problem. 

To  strengthen  the  bonds  of  sentiment  by  the 
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bonds  of  reasoned  self-interest  is  not  so  difficult  as 
may  at  first  appear. 

We  need  not  go  back  to  the  first  principles  of 
Political  Economy  in  order  to  demonstrate  the 
existence  of  a  solidarity  amongst  the  peoples  of 
this  Empire  as  well  as  among  all  the  individuals 
of  the  world.  Students  of  Economy  recognise  this 
truth  ;  and  others  can  infer,  from  the  wonderful 
way  in  which  (as  we  have  pointed  out)  the  mother 
country  and  the  Colonies  supplement  each  other, 
how  the  more  closely  they  co-operate  the  better  will 
it  be  for  all.  That  the  solidarity  already  exists  is 
indisputable.  But  fallacious  legislation  has  so  far 
prevented  its  working  out  its  splendid  natural 
results.  What  we  have  to  do,  therefore,  is  simply 
to  remove  such  impediments  as  have  been  placed 
in  the  way  of  that  general  co-operation  which 
oneness  of  interests  naturally  suggests. 

The  incompleteness  of  Political  EconomI;-,  re- 
sulting from  the  absence  of  the  true  economic 
theories  of  banking,  has — in  the  Colonies  as  in 
Great  Britain  and  Ireland — encouraged  the  pro- 
tective spirit  and  promoted  State-socialistic  mea- 
sures. It  is  State  Socialism  which  destroys  pro- 
sperity here  as  in   the  Colonies;    and  it  is  State 
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Socialism  whicli  prevents  the  splendid  results  that 
would  flow  from  free  and  general  co-operation. 

The  first  thing,  then,  to  be  done  in  order  to 
consolidate  the  Empire  is  to  adopt  in  Great 
Britain  and  Ireland  a  sound,  truly  scientific  sys- 
tem of  Economy  ;  then,  without  fear  or  hesitation, 
we  can  introduce  the  same  system  all  over  the 
Empire. 

To  do  this,  less  heroism  is  required  than  might 
be  supposed.  As  far  as  Great  Britain  is  concerned 
we  are  already  rid  of  the  greatest  obstacle  of  all — 
protection  duties.  Bank  monopoly,  though  more 
terrible  in  its  consequences  than  protection,  is  not 
so  great  an  obstacle  because  it  is  a  curse  alike  to 
all,  and  (when  this  is  understood)  its  removal  will 
hardly  be  opposed  by  anybody — not  even  by  the 
holders  of  the  monopoly  themselves.  Other  mono- 
polies and  State-socialistic  institutions  we  have,  but 
their  .xifluence  on  the  economy  and  the  business 
of  the  country  is  small,  and  they  would  soon  die  a 
natural  death.  With  Free  Trade  and  Free  Bank- 
ing, the  prosperity  of  England  would  be  so  con- 
spicuous that  all  thinking  colonists  would  be  eager 
to  follow  our  example. 

Difficulties  might  be  encountered  in  the  abolition 

E  E 


418  FEEE  TEADE   IN   CAPITAL 

of  protection  duties  in  some  of  our  Colonies  ;  but 
it  is  absolutely  necessary  that  tliey  should  be  re- 
moved in  the  interests  of  the  Colonies  themselves 
and  of  the  Empire.  Parliament  has  the  most 
legitimate  ground  for  upholding  complete  Free 
Trade  in  every  part  of  the  Empire,  as  we  shall  see 
when  we  inquire  into  the  workings  of  the  protec- 
tion system  in  the  Colonies. 

Let  us  take,  for  example,  Canada,  where  the 
loss  tlirough  protective  duties  is  almost  incalculable. 
That  country  opens  up  most  magnificent  prospects 
for  farming  and  all  the  industries  connected  with 
it.  Farming  is,  or  should  be,  its  leading  industry, 
and  on  the  prosperity  of  the  agricultural  classes 
depends  the  prosperity  of  the  whole  community, 
including  the  protected  manufacturers.  But  farm- 
ing and  all  the  natural  industries — that  is,  such 
industries  as  produce  for  export  and  consequently 
derive  no  advantage  from  protective  duties — are 
attacked  and  undermined  in  every  way  by  the 
protective  system. 

All  the  manufactured  articles  which  the  farmers 
consume  are  made  dear  by  the  extra  price  which 
the  tariffs  allow  the  manufacturers  to  extort :  hence 
dear  production. 
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Besides  the  tax  extorted  in  favour  of  the  manu- 
facturers, the  whole  burden  of  taxation  falls  on  the 
natural  industries  ;  because  what  the  protected  in- 
dustries pay  by  way  of  taxation  is  only  a  small  part 
of  the  tax  they  themselves  impose  on  the  natural 
industries.  If  a  manufacturer,  for  instance,  sells 
goods  to  the  amount  of  100,000/.,  and  the  pro- 
tection duty,  of  which  he  takes  advantage,  is  40  per 
cent.,  the  natural  industries  are  taxed  in  his  favour 
with  40,000/.,  whether  he  earns  them  or  not. 
Whatever  taxes  such  a  manufacturer  pays  are 
consequently  only  a  fraction  of  the  taxes  extorted 
in  his  favour. 

But  the  protective  tariffs  subject  the  farmers 
and  natural  industries  to  a  yet  greater  injustice. 
By  prohibiting  the  large  import  trade  from  England 
which  would  result  from  Free  Trade,  a  corresponding 
amount  of  export  trade  from  Canada  is  prevented : 
for  the  export  and  import  of  every  country  stand 
in  a  fixed  relation  to  each  other.  By  not  buying  in 
England  the  Canadians  deprive  the  Enghsh  manu- 
facturing centres  of  a  certain  amount  of  pro- 
sperity, and  Canadian  produce  can  only  be  sold 
there  at  a  very  low  price. 

The  Canadian  farmers  are  thus  phmdered   in 
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their  cost  of  production,  plundered  in  their  cost  of 
living,  plundered  in  their  taxes,  and  plundered  in 
their  price  of  sale. 

And  to  what  end  is  this  enormous  sacrifice 
imposed  on  the  farmers  and  the  natural  industries  ? 
The  alleged  purpose  is  the  advancement  of  industry. 
Never  was  there  a  greater  fallacy.  The  real 
purpose  is  to  increase  the  profits  of  short-sighted 
and  incapable  manufacturers  by  screening  them 
from  competition,  and  this  is  not  to  advance 
industry  but  to  murder  it.  A  glance  at  the  way 
in  which  protection  duties  afiect  industry  will 
suffice  to  show  this. 

The  products  of  one  industry  are  raw  materials 
of  many  others,  and  consequently  the  duty  which  is 
supposed  to  favour  one  industry  by  increasing  the 
price  of  its  products  injures  many  others.  Thus, 
the  duty  on  cotton  yarns  in  favour  of  the  spinner 
damages  the  weaver,  the  printer,  the  dyer,  the 
finisher,  and  every  industry  in  which  cotton-cloth 
is  used.  By  way  of  compensation,  heavy  import 
duties  are  laid  on  foreign  goods  competing  with  all 
these  industries,  the  result  of  which  is  that  the 
protected  industry  of  the  country  is  no  industry  at 
all:  for   it   is   ridiculous  to  call  by  the  name  of 
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industry  work  that  is  going  on  with  a  real  eco- 
nomic loss  which  has  to  be  made  up  by  those  who 
are  engaged  in  the  real  and  profitable  industries 
of  the  country.  The  loss  which  Canadians  suffer 
from  this  sham  industry  may  be  calculated  by  de- 
ducting the  actual  profits  of  the  protected  manu- 
facturers from  the  total  amount  of  the  extra  price 
Canadians  have  to  pay  for  manufactured  goods. 
Such  a  calculation  wiU  show  that  the  manufacturers 
reap  only  a  small  part  of  the  fearfully  large  direct 
loss  which  they  impose  on  the  natural  industries. 
If  to  this  direct  loss  we  add  the  indirect  ones 
resulting  from  stagnation,  hampered  export,  and 
low  selling  prices,  the  manufacturers'  profit  will  be 
found  ludicrously  small  compared  with  the  gigantic 
loss  to  the  country. 

The  moral  of  all  this  is  of  course  that  the 
Canadians  would  gain  enormously  if  they  were 
to  pension  off  their  manufacturers  at  the  rate  of 
their  present  profits,  and  this  would  immensely 
benefit  the  industries  of  the  country,  which  could 
then,  like  the  English  industries,  co-operate  with 
all  the  industries  of  the  world  and  find  markets  for 
their  specialities  in  every  country  of  the  globe. 
The  now  protected  industries  would  find  their  home 
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market  considerably  improved,  and  the  rapidly  in- 
creasing populations  in  the  Western  Territories 
would  absorb  large  quantities  of  Canadian  manu- 
factured goods. 

Advocates  of  protection  always  start  from  the 
supposition  that  England  can  turn  out  manufactured 
goods  in  unlimited  quantities  at  a  price  based  on 
starvation  wages.  They  do  not  seem  to  realise 
how  ready  the  English  mill-hands  are  to  take 
advantage  of  any  improvement  in  trade  to  get  their 
wages  raised,  and  how,  consequently,  the  adoption 
of  Free  Trade  by  one  or  two  countries  would  raise 
the  price  of  manufactured  goods  in  England, 

Protectionists  hypocritically  allege  that  the 
protective  system  is  favourable  to  the  working 
classes.  Canadian  manufacturers  ought  to  know 
that  the  very  contrary  is  the  case.  The  effect  of 
protection  on  the  prosperity  of  the  country  is  so 
baneful  that  the  direct  advantages  to  the  manufac- 
turers tend  to  disappear.  But  they  have  an  in- 
direct advantage  through  the  low  wages  which 
protection  involves.  When  the  development  of  all 
the  natural  industries  is  effectively  checked,  and 
when  the  protected  industries  are  limited  to  their 
narrow  home  market,  the  competition  for  workers 
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is  of  course  lessened,  and  the  poor  people  have 
to  be  satisfied  with  less  wages,  while  their  cost  of 
living  is  artificially  raised. 

The  result  of  this  plundering  of  the  working 
classes  is  plainly  visible  in  all  the  protected 
countries  of  Europe,  where  there  is  no  other  way 
of  making  good  the  enormous  losses  which  an 
anti-economic  system  must  produce  than  by  an 
increase  of  the  National  Debts. 

In  America  and  Canada,  and  countries  similarly 
situated,  the  evil  effect  of  protection  on  the  work- 
ing classes  is  not  so  patent,  because  farming  and 
other  natural  industries  derive  extraordinary  ad- 
vantages from  the  ahiiost  boundless  wealth  which 
is  at  their  disposal,  in  the  shape  of  vast  tracts  of 
fertile  soil,  forests,  and  minerals.  The  Canadian 
protected  manufacturers  are  well  aware  that,  if  the 
natural  industries  were  allowed  to  expand  at  the 
rate  of  which  they  are  capable,  the  demand  for 
workers  would  be  so  intense  as  to  send  up  wages 
considerably.  But  w^liat  they  do  not  understand  is 
that  the  demand  for  their  products  would  increase 
and  their  price  advance  in  proportion;  and,  by 
taking  a  one-sided  view,  they  wrong  themselves. 
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while  at  the  same  time  they  act  as  the  enemies  of 
their  country  and  of  their  race. 

The  difficulties  which  block  the  way  to  the 
introduction  of  Free  Trade  in  the  Colonies  may  be 
gauged  by  the  circumstances  which  have  led  to 
and  maintained  the  estabhshment  of  the  unpatriotic 
and  ruinous  protective  system.  Protection  is 
possible  in  our  Colonies  only  because  those  who 
enjoy,  or  rather  fancy  they  enjoy,  advantages  from 
it — namely,  the  protected  manufacturers — are  men 
of  education,  fortune,  and  social  standing,  who 
generally  live  in  populous  centres,  and  who,  wher- 
ever they  live,  can  easily  combine  and  intrigue 
together.  They  can  influence  elections,  buy  the 
press,  and  hire  orators. 

Their  victims,  on  the  other  hand,  live  scattered 
all  over  the  country,  many  of  them  in  lonely 
places,  and  have  no  means  of  inter-communication 
or  of  concerted  action  ;  they  are  for  the  most  part 
practical  workers,  of  but  little  education  and  no 
knowledge  whatever  of  Political  Economy.  They 
read  few  papers  and  books,  seldom  attend  meet- 
ings, and  readily  yield  to  the  influence  of  populous 
centres.  The  farming  population  and  the  workers 
in  natural  industries  have  a  vague  idea  that  they 
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are  being  plundered  by  the  protected  manufac- 
turers, but,  as  we  have  seen,  their  circumstances 
prevent  them  from  protecting  themselves  and  make 
it  difficult  for  them  to  realise  their  situation. 

In  the  protected  Colonies  the  position  is  there- 
fore this  :  the  bulk  of  the  people  is  overtaxed,  de- 
prived of  prosperity  and  kept  in  economic  subjec- 
tion, by  a  small  influential  minority.  What  Eng- 
land has  to  do  is  to  come  to  the  rescue  of  the  large 
majority,  and  confer  upon  them  what  ought  to  be 
the  privilege  of  every  British  citizen,  economic  free- 
dom. In  those  parts  of  the  protected  Colonies 
where  the  rich  natural  resources  have  already 
been  squandered,  protection  begins  to  show  itself, 
as  it  does  in  European  countries,  in  its  true  charac- 
ter— that  of  slavery.  To  deprive  a  man  of  his  best 
chances  of  employment,  to  compel  him  to  work  for 
low  wages,  and  to  raise  the  cost  of  his  living,  is 
slavery. 

The  boast  of  Englishmen,  that  they  have 
abolished  slavery  throughout  the  Empire,  is  empty 
and  vain  so  long  as  they  permit  the  existence  of  a 
ruinous  protective  system  in  the  Colonies.  If 
Parliament  had  the  courage  to  set  its  face  against 
it,  it  would  be  backed  by  an  enormous  majority  in 
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the  Colonies.  The  manufacturers  and  their  satel- 
lites would  probably  do  their  utmost  to  rouse  the 
people  to  resistance;  but  as  Parliament  has  the 
means  of  making  the  issue  clear  to  every  colonial 
voter,  and  as  the  manufacturers,  when  called  upon 
to  supply  rational  arguments  in  favour  of  their 
absurd  demands,  would  expose  the  utter  fallacy  of 
their  theories,  actual  resistance  would  soon  collapse. 

Vested  interests  could  be  perfectly  well  pro- 
tected in  many  ways.  We  will  only  suggest  one. 
Such  manufacturers  who  could  prove  to  a  Commis- 
sion that  they  would  not  gain,  but  suffer  loss,  by 
the  introduction  of  Free  Trade  could  be  liberally 
compensated  either  by  a  bonus  on  their  products 
based  on  their  present  turn-out,  or  receive  a  pension 
based  on  an  average  of  their  last  ten  years'  profits. 
The  expense  for  the  State  would  in  the  case  of 
either  of  these  schemes  be  a  trifle  compared  with 
the  enormous  loss  the  Colonies  now  suffer. 

The  expended  capital  would  be  easily  recovered 
if  the  government  set  aside  for  this  purpose  land 
where  at  present  it  is  valueless.  With  Free  Trade 
and  a  sound  economic  system  such  land  would 
speedily  yield  sufficient  income  to  indemnify  the  few 
manufacturers  who  would  suffer  actual  loss.    Thus 
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tlie  results  of  Free  Trade  could  be  made  to  compen- 
sate for  the  expenses  of  tlie  abolition  of  protection. 

But  before  Free  Trade  in  the  Colonies  can  be  en- 
forced we  must  extend  Free  Trade  to  Capital  and 
credit  in  Great  Britain  and  Ireland :  for  it  would 
be  illogical  and  dangerous  to  ask  the  Colonies  to 
introduce  partial  Free  Trade.  To  secure  the  sympa- 
thies of  the  colonists,  now  oppressed  by  capitalists, 
the  programme  we  present  to  them  must  be 
complete. 

Moreover,  the  adoption  of  Free  Trade  in  Capital 
by  England  will  enormously  further  not  only  Free 
Trade  in  the  Colonies  but  all  over  the  world. 
There  are  three  great  arguments  on  which  the 
protectionists  now  base  their  reasoning — namely, 
that  the  protected  countries  have  not  enough 
work  for  the  people,  that  they  have  not  enough 
capital,  and  that  England  by  adopting  Free  Trade 
has  not  saved  its  inhabitants  from  the  curse  of  the 
sweating  system  and  the  destitution  in  which  the 
farm-labourers  and  other  workers  live. 

With  the  introduction  of  Free  Trade  in  Capital 
the  two  first  arguments  disappear.  It  would  de- 
monstrate the  economic  axiom  which  says  that 
every  country  has  enough  capital.     It  would  show 
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protection  to  be  one  of  the  most  active  agents  for 
the  destruction  of  opportunities  of  work.  The 
prosperity  which  would  extend  to  every  class  in 
England  would  practically  illustrate  the  advantages 
of  Free  Trade. 

Free  Trade — including  Free  Trade  in  Capital — 
should  not  be  adopted  as  separate,  isolated 
measures,  but  as  the  natural  outcome  of  the  great 
principle  on  which  the  Imperial  Constitution  should 
be  framed — which  should  be  upheld  by  every  free 
nation — that  no  individual  or  group  of  individuals 
should  be  permitted  to  interfere  with  the  economic 
liberty  of  any  subject.  This  means  that  one  indi- 
vidual should  not  be  allowed  to  keep  the  other  in 
slavery,  to  tax  him,  or,  for  the  sake  of  private  gain, 
to  raise  obstacles  to  his  work. 

By  enforcing  this  principle  we  should  simply 
extend  individual  liberty  in  our  Colonies ;  and,  as 
such  extension  would  mean  (as  we  have  tried  to 
show)  an  immense  increase  in  prosperity  and 
happiness,  our  action  would  soon  be  appreciated 
by  colonists,  and  go  far  towards  demonstrating  the 
advantages  of  closer  union.  As  matters  stand  now, 
all  such  advantages  are  understood,  with  the  ex- 
ception of  the  commercial,  economic,  and  financial 
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ones.  It  is  only  by  adopting  economic  fallacies 
that  the  Colonies  have  come  to  regard  a  complete 
union  with  disfavour.  In  all  other  Empires  it  has 
been  found  that  the  removal  of  custom-house 
barriers  between  their  component  parts  has  greatly 
enhanced  the  prosperity  of  all.  Nothing  can  be 
more  absurd  than  to  suppose  that  the  custom- 
house line,  which  is  hurtful  to  adjoining  pro- 
vinces, is  useful  to  the  different  parts  of  the  British 
Empire  because  they  are  separated  by  seas. 

If  the  new  Imperial  policy  should  at  first  meet 
with  opposition  and  discontent,  it  would  be  un- 
pardonable cowardice  on  our  part  to  allow  such  a 
consideration  to  stand  in  the  way  of  so  glorious  a 
mission.  If  the  Colonies  knew  that  England  was 
determined,  very  little  opposition  would  be  offered, 
and  the  animosity  which  might  arise  would  soon 
subside.  The  war  between  the  Northern  and  the 
Southern  States  of  America  in  which  the  North 
fought  so  gallantly  for  the  preservation  of  the 
union,  carried  (for  the  time)  party  hatred  to  a 
point  which  it  would  be  difficult  to  exceed.  Yet 
every  trace  of  animosity  is  fast  disappearing,  and 
the  Southern  States  are  becoming  as  loyal  to  the 
union  as  the  Northern.    This  fact  is  all  the  more 
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instructive  as  the  Northern  States  (though  aboli- 
tion of  slavery  was  on  their  banner)  certainly  did 
not  fight  for  Free  Trade  and  its  blessings. 

Another  lesson  to  be  learned  from  this  great  war 
is  that  if  great  economic  mistakes,  such  as  slavery 
or  protection,  are  allowed  to  take  root  in  a  country, 
they  may  lead  to  internecine  war  and  other  national 
calamities.  If  we  allow  protection  to  work  out  its 
evil  consequences  in  our  Colonies,  we  may  count 
on  losing  them. 

The  loss  of  the  American  States  has,  as  we  know, 
been  held  up  as  a  warning  to  England  not  to  inter- 
fere with  the  Colonies.  What  lost  us  the  American 
Colonies  was  not  the  upholding  of  individual  free- 
dom, not  the  abolition  of  unfair  taxation.  On 
the  contrary,  the  British  Government  wanted  to 
deprive  them  of  their  individual  freedom  and  to 
impose  upon  them  galling  taxes.  If  we  allow  the 
Canadians  to  be  so  shamelessly  exploited  by  the 
protected  manufacturers,  we  must  not  wonder  if 
they  break  loose  from  an  Empire  which  cannot 
even  protect  their  individual  and  economic 
freedom. 

The  slow  progress  of  Canada,  despite  its  enor- 
mous resources,  will  exasperate   the  people,  and 
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gradually  tlie  small  party,  which  now  advocates 
union  w^itli  the  United  States,  will  make  headway. 
Without  assistance  from  England  absolute  Free 
Trade  would  be  out  of  the  question  in  Canada,  and 
what  thinking  man  can  doubt  that  the  Canadians, 
under  such  circumstances,  will  long  resist  the 
temptation  to  acquire  so  much  additional  Free 
Trade  as  an  union  with  the  United  States — now 
almost  a  world  in  itself — would  afford  them  ? 

The  statesmen,  therefore,  who  maintain  pro- 
tection in  Canada  will  be  responsible  for  its  loss. 

There  cannot  be  a  doubt  that,  once  Free  Trade 
and  Free  Trade  in  Capital  are  introduced  throughout 
the  Empire,  practical  results  will  soon  convince  all 
our  Colonies  of  the  value  of  belonging  to  such  an 
union.  It  would  present  an  enormous  market  for 
every  producer,  free-trade  ports  for  every  ship- 
owner, the  greatest  faciUties  and  lowest  cost  of 
production,  the  highest  prices  for  products,  supply 
of  capital  to  every  paying  enterprise,  general  par- 
ticipation in  the  progress  of  new  colonies,  free 
emigration — not  of  State-aided  paupers,  but  of 
men  capable  of  raising  a  colony  to  prosperity — an 
extraordinary  capacity  for  defence,  with  innumer- 
able other  advantages. 
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The  conception  of  an  Empire  spread  all  over 
tlie  world,  containing  incalculable  latent  wealth, 
with  immense  reserve  territories,  co-operating  un- 
impeded by  the  errors  and  prejudices  of  the  past, 
conferring  on  every  British  subject  the  highest 
liberty,  the  greatest  scope  for  his  work,  and  the 
best  chances  of  happiness  ever  possessed  by  man — 
an  Empire  possessing  free  organisation  of  labour 
surpassing  in  completeness  and  productiveness  the 
organisations  of  the  ancient  Empires,  but  offering 
to  personal  invention,  exertion,  and  genius  all  the 
incentive  of  a  purely  individual  system — the  con- 
ception of  such  an  Empire  ought  to  induce  every 
British  subject  to  exert  his  uttermost  powers  for 
its  realisation. 
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